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Return of the Crisis Part I 1 
In his last budget speech as Chancellor of the Exchequer, Gordon Brown was once again 
able to announce an extension by another year of the unprecedented period of 
uninterrupted economic growth of the British economy. Once more he could proclaim 
that New Labour had abolished “Tory boom and bust’. Three months later, in his first 
Mansion House speech, he praised the assembled financiers of the city of London for 
their contribution to the economic prosperity of Britain and the world. But as we now 
know, already developments in a small and largely unknown segment of the American 
housing market were about to trigger a financial crisis that culminated in the near 
meltdown of the global financial system and plunged the world economy into recession. 

In the first part of our examination of this financial and economic crisis we shall 
give a basic account of the crisis and its immediate causes. We shall see how it was 
possible for the relatively small losses caused by the bursting of the US sub-prime 
housing bubble was able to trigger a major crisis in the global banking system that 
erupted in the summer of 2007. We will see how this banking crisis was at first 
contained until the dam burst a year later with the failure of Lehman Brothers. We shall 
also look at why no one saw the crisis coming when it did, except those that had 
predicted ten out of the last three crises. 

This account will then serve as a prelude for Part II of this article that will appear in 
the next issue of Aufheben. In this second part we will examine the nature, historical 
significance and underlying causes of the financial and economic crisis. 


The red shoots of resistance? Recession struggles in the UK 27 
Compared to recent years, 2009 saw a resurgence of workers’ struggles, often breaking 
out of the mould of tokenistic, union-controlled strikes. There have been official and 
unofficial strikes by postal workers across the country, a nationwide wave of oil refinery 
wildcats, indefinite strikes by Leeds refuse workers and college staff in Tower Hamlets 
and a wave of factory and school occupations from Glasgow to the Isle of Wight via 
Belfast, Basildon and London. This article assesses the significance of these struggles 
against the backdrop of the recession. 


Reclaim the ‘state debate’ 33 
With the recent crisis, many of us have felt that it would be important to debate, once 
again, the relations between the capitalist state, capital and the class struggle. As a 
preliminary work to reopen this debate, in this article we consider some important 
Marxist theories of the state, which were developed between the end of the 60s and the 
end of the 90s, and discuss their relevance and shortcomings for today’s situation. We 
will explain how our need for theory is connected to our ongoing experience of struggle 
and how this affects the kind of theory we need in both content and form. 


Intakes: The history of tactics 43 
Jonathan Wilson’s history of football tactics, Inverting the Pyramid, is reviewed. 
Despite its obvious importance, the relationship between football and communism 
remains relatively neglected by theorists in both camps. Wilson’s book in turn also fails 
to adequately address the problematic. But it does at least point towards a novel 
trajectory that any theoretical efforts aspiring towards a dialectical approach will be 
forced to engage with. 
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Introduction 


On September 12" 2008, before the assembled grand 
financiers of Wall Street, Hank Paulson, flanked by his team 
from the US Treasury, announced his determination that 
there would be no government money to bail out Lehman 
Brothers, the fourth biggest investment bank in the world, 
which was on the verge of going bust. After two days of 
frantic negotiation and brinkmanship the grand financiers 
called Paulson’s bluff and Lehman Brothers was obliged to 
file for bankruptcy. 

The financial crisis that had begun a year earlier 
with the credit crunch was now brought to a head as panic 
spread through the markets. For the next four weeks the 
global financial system teetered on the verge of meltdown as 
government and monetary authorities struggled to avert an 
economic catastrophe. The US Congress was brow-beaten 
into conceding a huge $750 billion government bail out of 
the financial system. In Britain New Labour was obliged to 
surpass old Labour’s 1983 manifesto pledge by nationalising 
two of Britain’s largest banks.' 

The culmination of the financial crisis accelerated 
the slow-down in the real economy. Despite substantial 
attempts to reflate the economy by expansive monetary and 
fiscal policies across the world, there were very real fears 
over the following few months that there could be a global 
depression on a scale not seen since the 1930s. 

So what is the nature and significance of the current 
financial and economic crisis? What implications does it 
have for the future of capitalism? 


'New Labour was to a large extent defined against the shopping list 
of ‘looney left’ demands contained in 1983 Labour Party election 
manifesto. The election resulted in a humiliating defeat for the 
Labour Party. One of the central left-wing demands of the 
manifesto was to nationalise one of the leading British banks. The 
irony is, of course, that having embraced the city and much neo- 
liberal ideology New Labour has ended up going beyond this and 
nationalising two of Britian’s leading banks! 


ea ee 


a 


Only a few months ago it was being widely 
proclaimed that the near meltdown of the global financial 
system had sounded the death knell for the era of neo-liberal 
capitalism. With the election of Barack Obama, the way was 
open for a new ‘green Keynesianism’ that would once again 
cage the monster of finance and establish a more progressive 
and egalitarian capitalism. Others saw the crisis as marking 
the beginning of the end of American hegemony. For them, 
the crisis could only accelerate the shift of economic power 
from the US to Asia. A few even suggested the possibility 
that the crisis could mark the end of capitalism itself. 

A year on from the collapse of Lehman Brothers, 
with the return of the ‘bonus culture’ and business as usual in 
the main financial centres of the world, and the rest of the 
bourgeoisie increasingly confident that economic recovery is 
well on its way, all such excited claims that the crisis has 
marked a decisive historical turning point now seem a little 
too premature if not rather ridiculous. 

To comprehend the significance of the current 
financial and economic crisis it is necessary to understand its 
nature and causes. We need a theory of the crisis. Where are 
we to find it? Should we not look to Marx? 

Certainly the crisis itself has dealt a severe blow 
against market fundamentalism and in doing so has brought 
to the fore those critical of the prevailing economic 
orthodoxy. It, at least momentarily, appeared to vindicate the 
numerous Cassandras, whether from the political left or the 
right, who had repeated warned over the last three decades 
that the financial de-regulation and the debt fuelled economic 
boom would inevitably end in tears. But in doing so the crisis 
has also brought into focus the inadequacies of such critical 
theories, particularly those derived from Marx. 

In perusing the various Marxist theories of crisis 
that have been trundled out to explain the current crisis, what 
is evident is how outdated most of them are. Despite a few 
minor adaptations to explain developments over the few 
decades, most are essentially little different from the crisis 
theories developed in the 1970s. 

At that time the main enemy had been the then 
prevailing Keynesian orthodoxy that had claimed that 
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modern capitalism had overcome the evils of boom and bust 
through the tight regulation of finance capital. Against this it 
was argued that capitalism as a whole was an inherently 
crisis-ridden system. What is more, it was argued that 
capitalism was in decline and, as a result, it was becoming 
increasingly mired in stagnation. Attempts to use Keynesian 
style fiscal and monetary policy to stimulate the capitalist 
economy in order to overcome stagnation and postpone the 
inevitable crisis had only served introduce ever greater 
amounts of inflation in the system. 

The adoption of neo-liberal economic policies to 
restructure capitalism in the 1980s was widely recognised by 
Marxists as demonstrating the failure of the old Keynesian 
orthodoxy. However, it was usually insisted that neo- 
liberalism would prove no more effective in avoiding 
stagnation and crisis than the old Keynesian orthodoxy had 
been. Now, it was asserted, with the re-emergence of finance 
capital, capitalism could only be kept going, not so much by 
inflation but by ever-greater asset bubbles and ever growing 
amounts of debt. Sooner or later there would be a big 
economic crash. 

The failure to accept the efficacy of neo-liberalism 
in reviving capitalism, and the crucial role resurgent finance 
capital has played in this, has meant that it has not been the 
capitalist economy that has stagnated but much of Marxist 
crisis theory. As the crisis, which it was insisted was always 
just around the corner, failed to arrive, Marxist theory has 
increasingly retreated into methodology.” Most of those who 
still claimed to be inspired by Marx turned away from the 
issues of crisis and the functioning of the capitalist economy. 

The diminishing number that steadfastly predicted 
the big crash over the last twenty or thirty years can now feel 
at long last vindicated. They have been enthusiastically 
joined by many Marxist intellectuals, and would be 
intellectuals, who have now discovered that Capital was not 
merely a critique, but a critique of political economy; that 
Marx was not just a pupil of Hegel but was also a student of 
Ricardo. But the failure to adequately explain the long 
economic upturn of the last twenty years makes their theories 
of the crisis decidedly hollow. 

There has arisen a gap between the abstract 
formulations derived from the study of the crises of the 
1970s and the concrete specificities of the current crisis. At 


* More than fifteen years ago, in surveying the development of 
Marxist theories of crisis, Simon Clarke had pointed that they had 
more or less come to a dead end after the 1970s. Although his own 
contribution contained in Marx’s Theory of Crisis is certainly 
highly valuable, he himself admits that this work is more 
“methodological than substantial’. Marx's Theory of Crisis, Simon 
Clarke, Macmillan, 1994.(p.279). Of course, methodology is 
necessary but not sufficient for the development of an adequate 
theory. 

* Following the Asian financial crisis in 1997 there was a brief 
revival in question of crisis. Robert Brenner’s article ‘The 
Economics of Global Turbulence’, New Left Review 229, May 
1998, produced a flurry of responses. But nearly all of these were 
methodological critiques focusing on the his rejection of Marx’s 
labour theory of value. See the syposium reprinted in Historical 


best this has meant having to adopt quite uncritically 
concepts from bourgeois economic theory.’ But all too often 
this gap has been covered up by a descent into a crass 
empiricism where ever-greater numbers are quoted as 
supposedly statistical evidence to prove the severity of the 
situation without any regard for what these numbers actually 
mean.” Instead of concrete analysis we have a profusion of 
buzzwords and clever Marxoid phrases such as ‘fictitious 
capital’ or ‘financialisation’, which obscure more than they 
explain. 

In part II of this article, which we will publish in the 
next issue once the dust has settled a little more, we shall 
seek to understand the nature and historical significance of 
the current financial and economic crisis for global 
capitalism. To do this it will be necessary to critically 
consider in far more detail the various theories put forward to 
explain the underlying causes of the crisis. We shall look at 
the various theories put forward by Left Keynesians and see 
how they fail to explain the social and economic crisis that 
lead to the demise of the old Keynesian orthodoxy and the 
rise of neo-liberalism. We shall then look at stagnationist 
theories put forward by various strands of Marxists, and see 
how they are unable to explain the long economic upswing 
of the past two decades. And we shall consider the theories 
of a rising profit rate put forward by Permanent Revolution, 
and ourselves in pervious issues,° and see how it overlooked 
the importance of global finance in realising and distributing 
surplus value across the world. 

As a prelude to this we shall here in Part I present a 
basic account of the crisis and its immediate causes. In doing 
so we shall be concerned with immediate appearances as 
they present themselves to the bourgeois mind in order grasp 
the specifities of the current crisis. Of course, this does not 
mean studying the rarefied theories of bourgeois economics, 
but with relating and translating the perceptions of those who 
are practically concerned with the everyday functioning of 
the capitalist system. The perceptions of central bankers, 
financial commentators and pundits have been coloured by 
the ideology of market fundamentalism, and by the economic 


Marterialism 4, summer of 1998 Historical Marterialism, 5, winter 
1999, 

* For example, in his explanation of the impact of asset bubbles on 
the real economy Robert Brenner repeatedly deploys the concept of 
the ‘wealth effect’ drawn from orthodox neo-classical theory . This 
concept is something of a theoretical fiddle-factor that has been 
used by conservative economists since the 1950s to rule out the 
possible effectiveness of fiscal policy in regulating the economy. 
Brenner appears quite unaware of this and makes no effort to 
determine theoretically or empirically its validity. 

° This is usually done in regard to debt. We are told, for example, 
that the US economy has so many tens of billions, no hundreds of 
billions, no trillions of dollars debt! But of course while these 
figures are no doubt huge, having lots of noughts, but they tell us 
nothing. Debt is not a problem as such. What may be a problem is 
the ability to meet the repayments of the debt as and when they fall 
due. We need to know the income that can be used to meet the 
repayments, we need to know the interest rate on the debt and we 
need to know the maturity dates of the debt. 

° See for example, ‘Explaining the Crisis’ in Permanent Revolution 
11. and ‘China in World Capitalism’, Aufheben 14, 2006.. 
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models which purport to give it intellectual credence, but 
they are not simply deluded. As their willingness to 
countenance unorthodox emergency measures in the current 
crisis shows, they are ultimately quite pragmatic. After all 
immediate appearances are not illusions but real. 

We shall begin by going back early 2007 and the 
eve of the current crisis. 


An account of the crisis and its immediate causes 


The calm before the storm 

In early 2007 the masters of the universe, the plutocrats, their 
ministers and their minions could feel more or less content 
with the world. Whatever problems there may be with rogue 
and failed states and terrorism, the economic fundamentals of 
the global capitalist system seemed sound. The global 
capitalist economy seemed to be in fine fettle. Profits were 
high, as were bonuses and the rewards of office. The world 
economy was expanding at a brisk 6% per annum. In the 
advanced capitalist economies of North America and western 
Europe inflation, the great bane of previous decades, had 
now been long subdued; while, unemployment rates were 
stable if not falling. 

What is more, class conflict, if not entirely 
eliminated, was no longer the threat it had once been. There 
was, it was true, growing working class militancy in China 
and other parts of Asia; and of course the working class in 
Western Europe remained entrenched and resistant to the 
march of neoliberalism. But such problems were challenges 
that the bourgeoisie could feel confident could be contained, 
if not eventually resolved. 

Little less than seven years earlier the outlook had 
seemed decidedly different. The wild speculation in the 
shares of newly emerging information technology 
companies, which had seen firms often employing a few 
dozen people, and making little or no profits, being given 
stock market valuations greater than that of major 
transnational corporations, had come to an abrupt halt, 
resulting in what became known as the dot.com crash. At the 
beginning of March 2000 the Nasdaq composite price index 
of IT company shares had peaked at $5048.62. It then 
suffered a series of sharp falls. The Nasdaq was to fall 
by.more than 70%. More than $5 trillion was wiped off the 
market value of dot.com shares. 

At the time there had been serious concerns that the 
dot.com crash could trigger a collapse in other financial 
markets, leading to a financial crisis on a scale not seen since 
that of 1929 — and hence the possibility of a major economic 
recession. For the critics of the neoliberal bourgeois 
consensus, particularly those that gave voice to the anti- 
globalisation movement, it appeared, at least briefly, that the 
day of reckoning for neoliberalism and global capitalism 
may have arrived. By deregulating financial markets and 
tearing down the barriers to the free movement of capital 
neoliberal policies had created the monster of global finance 
capital. Only recently, it could be argued, the recklessness of 
this monster had wreaked havoc on the populations of Latin 
America, East Asia and Russia in a series of financial crises 


at the end of the 1990s. Now it seemed it was coming home 
and about to turn on its creators. 

However, such concerns soon abated as_ the 
financial system proved that it was sufficiently resilient to 
absorb the shock of the dot.com crash. Nevertheless this 
crash burst the bubble of hype that had surrounded the 
dot.com boom. All the exaggerated talk, about how the 
emergence of the ‘new weightless economy’ had so 
transformed capitalism and that the boom could go on more 
or less for ever, had evaporated. With the dot.com crash, the 
banks pulled the plug on the myriad of IT start up companies 
that had been generously bankrolled in the hope they might 
prove to be ‘the next Google or Microsoft’. Larger and more 
established companies in the ‘new economy’ now found it 
far harder to raise capital to finance expansion and had to cut 
back on planned investment. The consequent sharp 
contraction in the ‘new economy’ then had a knock on effect 
on the economy as a whole. Companies in the ‘old economy’ 
that had made good profits directly or indirectly supplying 
goods or services to either IT companies themselves, or else 
their often highly paid employees, now felt the pinch. As a 
result the dot.com crash brought about a sharp slowing of 
economic growth for the US economy as whole. 

Those more sober policy makers and commentators 
who had long warned that the 1990s debt-fuelled boom could 
not last forever, and that it would inevitably be followed by a 
period of economic retrenchment, in which businesses and 
individuals alike would need to cut back on spending to 
reduce the high levels of debt they had accumulated during 
the ‘good-times’, now seemed to have been vindicated. The 
prospect of a severe and possibly prolonged recession had 
begun to loom. 

As it turned out, the subsequent economic recession 
of 2001-2002, which affected not only the US but much of 
the world, proved to be mild and short lived, certainly when 
compared with the recessions of the early 1980s or the early 
1990s. 

Credit for averting such a severe and prolonged 
recession is usually given to Alan Greenspan, the then 
chairman of the US Federal Reserve Board, for taking 
prompt and decisive action to ‘ease monetary’ policy as soon 
as it became clear that the dot.com boom was resulting in a 
slowdown in the US economy. From the beginning of 2001 
Greenspan began pushing through a series of half and quarter 
per cent cuts in the official interest rates. As a result, by June 
2002 the official Federal Reserve Funds rate, which had been 
6.5% in 2000, had been reduced to 1% - a rate that had not 
been seen for nearly fifty years. Other major central banks 
followed suit, bring down interest rates across the world. 

Lower interest rates certainly came to the rescue of 
many firms who, having borrowed heavily on the expectation 
of continued economic growth, now found themselves 
struggling to meet their debt obligations in the face of falling 
demand and declining revenues. As such Greenspan’s bold 
and determined reduction in interest rates served to avert an 
avalanche of bankruptcies that could have only deepened and 
prolonged the recession. 

Furthermore, by making it easier and cheaper to 
borrow money Greenspan’s cut in interest rates served to 
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give a timely boost to the debt-fuelled growth of consumer 
demand. Lower interest rates meant that individual 
households could afford to supplement their current incomes 
by extending their overdrafts or by taking out larger personal 
loans. Yet such means of borrowing was limited by the 
reluctance of banks and other financial institutions to lend to 
individual households without some form of security against 
possible default. For the vast majority the only substantial 
asset they could offer as security was their homes. 

The easing of monetary policy also made it easier 
for homebuyers to take out larger mortgages. But, with the 
supply of housing limited, this extra money in the pockets of 
competing home buyers simply meant that house prices were 
bid ever upwards. However, rising house prices meant that it 
was easier for existing homeowners to borrow by taking out 
second mortgages, offering as security the increased value of 
their homes - or ‘property’ as homes increasingly came to be 
known. 

This ‘release of housing equity’ was an essential 
part of the success of Greenspan’s easing of monetary policy 
in sustaining the growth of consumer demand that helped 
ameliorate the depth and duration of the post-dot.com 
recession. Yet, as many of his critics have pointed out, much 
of the effectiveness of Greenspan’s easy money policy in 
ameliorating the 2001 recession depended in a large part on 
ever-rising house prices. As we shall see, the resulting 
prolonged bubble in house prices was to have particular 
significance in the longer term. 

Perhaps just as important as the easing of monetary 
policy in reducing the depth and duration of the 2001 
recession, was the substantial fiscal stimulus provided by the 
Bush administration in his first term as president. Promises 
to make substantial tax cuts had been a central part of Bush 
junior’s election campaign. On taking office at the beginning 
of 2001 Bush was able to use the looming fears of recession 
to overcome the opposition of fiscal conservatives in his own 
party in Congress to push through a series of substantial tax 
breaks targeted mainly at the rich. 

At the same time, the time limited legislative 
restrictions designed to limit ‘pork barrel’ government 
spending, which had been introduced ten years before in 
order to reduce the huge government budget deficits built up 
under Ronald Reagan’s presidency, were allowed to lapse. 
Bush junior was thereby able to give generous hand outs to 
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his many business friends. Then, in addition to this surge in 
‘pork barrel’ spending, came the unexpected escalation in 
military spending caused by the wars in the Middle East and 
the occupations of Iraq and Afghanistan. 

With tax revenues falling and government spending 
rising the US government’s financial position moved sharply 
in to the red. In Clinton’s last year of office there had been a 
budget surplus that amounted to more than 2% of annual 
GDP of the US economy. By the end of Bush junior’s first 
term in office this had become a budget deficit amounting to 
4% of annual GDP. This growing deficit meant that the 
government was pumping more money and demand into the 
economy than was being clawed back through taxes. The 
growing government deficit, along with the growth in 
consumer demand caused by the easing of monetary policy, 
served to offset the fall in demand generated by investment 
spending. Towards the end of Bush junior’s first term the 
economy had not only come out of recession but was 
beginning to pick up speed. 


Even so there were still some concerns amongst 
both economic policy makers and their critics that the 
recovery might not be sustainable. Much of the US economy 
was still in a phase of retrenchment. Many firms were still 
concentrating on cutting costs to restore profits. Rather than 
using these restored profits to invest in expansion, many 
firms were still paying off their debts or even accumulating 
substantial ‘cash’ surpluses. For much of the American 
economy capital accumulation remained stalled and, as such, 
the economic recovery was still dependent on ever increasing 
consumer and government borrowing. Clearly in the long 
term economic growth could not be sustained on the basis of 
ever increasing government and consumer debt. 

However, such concerns had also soon dissipated. 
By the time of Bush junior’s re-election as US president it 
was beginning to become clear that the engine of capital 
accumulation had at long last begun to kick in as the rate of 
investment began to increase. Capital accumulation could 
now begin to take over from government and consumer 
spending in propelling economic growth. As tax revenues 
consequently increased and economic growth picked up, the 
budget deficit stabilised and began to fall as a proportion of 
annual GDP. In the summer of 2004 Greenspan had felt able 
to begin to steadily tighten monetary policy in order to rein 
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in the debt-fuelled growth in consumer demand and 
gradually deflate the housing bubble. By early 2007 the 
budget deficit had fallen to 2.2% of annual GDP while 
official interest rates had been restored to 5.25%. 

Viewed seven years later, the dot.com crash, far 
from demonstrating its fragility, could be seen as providing a 
further example of the global financial system’s resilience 
and robustness. The dot.com boom had once again shown 
how financial markets were prone to wild irrational 
exuberance leading to booms and sudden crashes. But it had 
also demonstrated how, so long as monetary authorities were 
vigilant and acted promptly and decisively, it was possible to 
limit the impact on the real economy. Indeed, as Alan 
Greenspan argued, even if it was possible for the monetary 
authorities to prevent asset price bubbles in the financial 
markets, it would not be desirable since such irrational 
exuberance played an essential part in the dynamism of 
capitalism. 

Hence, with hindsight, the dot.com crash and the 
subsequent recession of 2001-2002, could be seen as little 
more than a minor correction in what had now become a 
fifteen year-long economic upswing that had followed the 
tumultuous years of crisis, class conflict and economic 
restructuring of the 1970s and 1980s. What was more, with 
the US-led recovery this upswing had seemed to be taking on 
a broader and more stable character than it had in the 1990s. 
Indeed, by early 2007, the long economic upswing was 
becoming known as ‘The Great Moderation’: a period of 
steady economic growth, low inflation and ever greater 
financial stability. It was argued by many bourgeois 
commentators that we had entered a new age of economic 
prosperity that was well on the way to surpassing that of the 
long post-war boom of the 1950s and 1960s. 

As such neoliberal ideologues could claim to have 
been vindicated. The hard and often unpopular neoliberal 
policies that had seen the defeat of organised labour, the 
privatisation and commercialisation of state provision of 
public services, the tearing down of impediments to the free 
movement of capital and the embracing of a globalised 
capitalism, could now be seen to have well and truly borne 
fruit. They were now able to concede to their critics in the 
anti-globalisation movement that neoliberal policies might 
have at times made the rich richer at the expense of the poor, 
particularly in the third world. They could admit that the free 
movement of capital may have burdened third world 
countries with unacceptable debt that had been borne 
disproportionately by the poorest sections of their 
populations. They could readily admit that global finance had 
brought about boom and bust with devastating consequences 
to the working populations of Asia and Latin America. 
However, for them all this had for the most part been the 
necessary birth-pangs for a new, dynamic, born again free- 
market capitalism. 

Freed from the ‘artificial’ impediments, which had 
been imposed by organised labour and nationalistic states 
during much of the twentieth century, this new globalised 
capitalism was now not only making the rich richer but, by 
converting peasants into wage labourers, was lifting 
hundreds of millions of people out of abject poverty. In 


addition increased economic prosperity was creating a 
substantial ‘middle class’ in many ‘third world’ countries - 
but particularly in China and India - that could enjoy a 
standard of living and consumer lifestyle that had previously 
been largely confined to North America, Japan and Europe. 

As a consequence, the more adept neo-liberal 
ideologues could now turn the tables on their critics in and 
around the anti-globalisation movement by trumping their 
moralistic concerns for the poor of the ‘third world’. Many in 
the anti-globalisation movement held a certain nostalgia for 
the golden age of Keynesianism of the 1950s and 1960s 
when finance, free markets and the free movement of capital 
had been highly circumscribed by nation states. It could be 
readily admitted that such arrangements had promoted 
economic growth and prosperity. But it could be pointed out 
that such growth and prosperity had been largely confined to 
the long established capitalist countries of North America 
and Europe. Absolute poverty may have been more or less 
eradicated in the west, but improvements in the living 
standards of the vast majority of the world’s population had 
been limited. Furthermore, the only country of any size to 
have joined the club of rich nations during this period had 
been Japan. ‘Globalisation’ was now serving to spread the 
benefits of capitalism across the globe. Now there were a 
host of nations knocking on the door of the rich nations’ club 
and, according to the IMF’s calculations, 60% of world 
economic growth was accounted for by ‘newly emerging 
market economies’. 

So, in early 2007 the view from the citadels of 
capitalist power looked bright. Of course there were some 
ominous dark clouds on the horizon. There were the growing 
concerns over the depletion of the world’s oil reserves and 
the need to reduce oil dependency. There was the issue of 
climate change and the problems of moving to low carbon 
economy. There was also the problem of the continuing 
international trade imbalances and problems of financing the 
US growing foreign debts. 

However, all these problems still lay in the future. 
In the short term worries on the part of economic policy 
advisors that rising prices of oil and raw materials might lead 
to inflation had by early 2007 given way to worries that such 
price rises combined with the tightening of monetary policy 
was leading to a mild economic slow down. But such worries 
were minor, and certainly paled into insignificance compared 
with the problems economic policy makers had faced a 
generation before. Indeed many argued that a mild slowdown 
in the US economy would not be such a bad thing since it 
would provide the economic slack for the American 
economy to move towards a more balanced investment and 
export-led growth that would allow it to begin unwinding its 
debts. 

Although many economists expected a mild 
slowdown in the US economy, few if any predicted that the 
financial system would come close to a meltdown and as a 
result the US and indeed the world would only narrowly 
avoid a full scale economic depression. Yet already early in 
2007 events were rapidly unfolding that were to lead to the 
credit crunch that summer. 
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Bubble, bubble, toil and trouble 

From resilience to fragility 

It is now well known that the difficulties in the US sub-prime 
mortgage market that had begun to become apparent in early 
2007 were to turn out to be the trigger that detonated the 
current financial crisis, which subsequently broke out with 
the credit crunch in the summer of 2007 and then culminated 
little more than a year later with the collapse of Lehman 
Brothers and the near meltdown of the entire global financial 
system. How was it possible that such difficulties, in what 
after all had up until then been a rather small and obscure 
sector of the US mortgage market, were capable of having 
such a devastating effect both on the global financial system 
and the world economy? 

The now widely accepted explanation of how this 
came about can be set out as follows. After more than three 
decades of deregulation the financial markets across the 
world had by the beginning of this decade become more or 
less self-regulating. This process of deregulation had of 
course been based on the neoliberal nostrum that, so long as 
they were open and transparent in their operations, financial 
institutions were best left to pursue their own self-interests. 
After all, it was argued, each financial institution was best 
placed to make a rational assessment of the balance between 
the prospects of making a profit and the risks of making a 
loss from any deal it might make with any other player in the 
financial system. Any financial institution that was behaving 
recklessly and taking too many risks would soon lose its 
reputation and hence lose business once its financial position 
became widely known. As such well-informed rational 
calculations regarding both the promise of profit and threat 
of bankruptcy were seen as being normally sufficient to 
ensure that this pursuit of self-interest by each financial 
institution promoted both the efficiency and the stability of 
the financial system as a whole. 

Mainstream economists had done their bit in giving 
a scientific gloss to such neoliberal nostrums by publishing 
volumes of treatises giving ‘rigorous mathematical proofs’ of 
this supposed ‘market efficiency hypothesis’. Of course, 
however much they may have been committed to ‘free 
market fundamentalism’, those who had practical 
responsibilities in supervising the financial markets knew 
that in fact reality did not always correspond to the abstract 
formulations of conventional economic theory. As we have 
already mentioned, Alan Greenspan had readily admitted that 
financial markets were prone to bouts of ‘irrational 
exuberance’, which became evident in the speculative asset 
price bubbles. If these bubbles were allowed to go too far 
then when they burst they could trigger an avalanche of 
bankruptcies that could seriously destabilise the financial 
system as a whole. 

In the more regulated past central bankers had seen 
it as part of their responsibilities to nip these bubbles in the 
bud - or, as William MCChesney Martin (Chairman of the 
Federal Reserve Board between 1951 and 1970) put it, 
central bankers had to ‘take away the punch bow! before the 
party got going’. However, many of the policy instruments 
that allowed central bankers to intervene to prevent asset 
bubbles going too far had been dismantled as part of the 


process of deregulation. The principal means with which 
central bankers now had to curb speculative asset bubbles 
were either to resort to exhortation or to increase official 
interest rates. In Greenspan’s opinion neither means had 
much efficacy. Carefully worded statements from respected 
central bankers could have a significant effect on market 
sentiments but were unlikely to be sufficient to reverse a 
speculative stampede once it had got going. If exhortation 
was too weak, then raising interest rates was perhaps both far 
too strong and too weak a weapon to curb speculative 
bubbles. Raising interest rates sufficiently high to break the 
momentum of speculation in the financial markets risked 
having a serious impact on the real economy. Indeed, for 
Greenspan the prime purpose of interest rate policy was to 
control price and wage inflation, not to regulate the financial 
system. 





As a consequence, Greenspan had concluded that 
there was little option but to let speculative bubbles to run 
their course. When they eventually came to an end then the 
financial authorities would then have to be prepared to 
intervene promptly and decisively to contain the impact of 
the bursting of the bubble. Some financial institutions may 
have to be allowed to go bust, and if nothing else this would 
provide a salutary lesson to others of the consequences of 
wild speculation for the future. However, the authorities 
would have to be prepared to act to prevent any avalanche of 
bankruptcies that could threaten the financial system as a 
whole. The central banks might have to act as the lender of 
last resort in order to supply much needed liquidity to the 
financial system as a whole; they might also have to cut 
interest rates, while those financial institutions, particularly 
the major banks, deemed too big or important to fail might 
have to be bailed out. If central bankers could no longer take 
away the punch bowl before the party got going then it 
would have to act as the emergency services that could bury 
the dead and take care of sick when the party was over. 

Alan Greenspan could be quite sanguine about this 
doctrine of benign neglect regarding financial bubbles and 
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speculation. As the dot.com crash seemed to confirm, the 
growing size and sophistication of the global financial 
system meant that it was resilient enough to absorb the 
impact of the bursting of even major asset bubbles with 
minimum help from the financial authorities. The financial 
authorities were rarely likely to be called to bail out the 
financial system in a big way. As such Greenspan could 
claim that the costs of the financial authorities in providing 
this guarantee to the stability of the financial system was 
likely to be far less than the benefits gained from free self- 
regulating financial markets. If he had been more conversant 
with Hegel he may have said that the ‘irrational exuberance’ 
was merely a necessary moment of the rationality and 
efficiency of the financial system. 

Thus when Greenspan began cutting interest rates in 
2002 he acted strictly in accordance with his doctrine. For 
Greenspan, interest rates had to be cut to exceptionally low 
levels in order to ward off the threat that the slowdown in the 
real economy would lead to a downward spiral of prices and 
wages. He was not particularly worried by its impact on the 
fiancial markets. Yet, as his critics from both the left and 
right have argued, in cutting official interest rates to 
exceptionally low levels, and then holding them there for an 
extended period of time, Greenspan can be seen to have 
created the conditions of cheap money and easy credit that 
triggered an increasingly reckless over-expansion of the 
financial system. 

On past experience, by making it easy and cheap for 
speculators to borrow money, low interest rates could have 
been expected to have fuelled speculative bubbles in 
financial exchanges; such as the stock exchanges, the foreign 
currency exchanges or the various ‘commodity’ markets. It is 
true that share prices had tended to rise; as did the prices in 
most of the major ‘commodity’ markets.’ But these price 
rises were relatively steady and could be seen to be broadly 
in step with the global economic recovery. Rising share 
prices more or less reflected the rise in corporate profits; 
while rising ‘commodity’ prices could be seen to reflect the 
fact that growth in world demand for raw materials and 
agricultural products was outstripping their supply. There 
was little sign that such prices rises were due to any 
excessive ‘irrational exuberance’. 

Nevertheless, low interest rates can be seen to have 
contributed to the acceleration of the trend towards the rapid 
expansion, greater complexity and integration of the global 
financial system. Exceptionally low interest rates squeezed 
the profit margins that could be made from simply lending 
money. To compensate for this squeeze on profit margins 
financial firms were driven to respond in three ways. Firstly 
they could find new ways of expanding the volume of loans 
(a financial version of pile them high, sell them cheap). 
Secondly they could make loans that were considered to be 
more risky on which they could charge a higher interest rate 
— known as the ‘search for yield’. Thirdly, and perhaps most 


7 In Marxist terms commodity is anything that is produced for sale. 
However, in the financial press ‘commodities’ are basic raw 
materials, such as oil, tin, copper etc or basic food stuffs such as 
coffee, wheat, rice etc. 


importantly, they could shift away from making their money 
from interest payments and instead concentrate on the 
revenues that could be derived from various fees and 
commissions they could charge for carrying out large money 
transactions. 

By far the most important drivers of this tendency 
towards the rapid expansion, greater complexity and 
integration of the global financial system were the 
commercial banks. The principal function of commercial 
banking is to collect deposits from those businesses and 
individuals that have, at any moment, idle money and then to 
lend this money to those businesses and individuals that have 
need of money. As such commercial — or high street — banks 
play an essential role for any modern capitalist economy. 
Also, by collecting together a large proportion of the real 
economy’s savings through their extensive network of high 
street branches, commercial banks have control over vast 
sums of money that make them major players in the financial 
system. Because of the importance of commercial banking 
both to the real economy and the financial system, at least 
the major commercial banks are considered as being too big 
to fail. In the past, as a quid pro quo for providing the tacit 
guarantee that they would bail them out if they got into 
trouble, the financial authorities had insisted on tightly 
regulating and supervising the activities of commercial 
banks. Now, however, unhindered by such regulation and 
supervision, but still confident that they would be bailed out 
if the worse came to the worse, commercial banks were able 
to respond to the pressure placed on their profit margins by 
low interest rates by embarking on an aggressive, and what 
was to prove an increasingly reckless, expansion. 

Taking advantage of their access to the vast pools of 
savings, commercial banks now became increasingly 
embroiled in the complex web of international finance, 
becoming involved in activities that had previously been the 
preserve of the investment banks. The investment arms of the 
commercial banks now began competing with the investment 
banks in producing and marketing various increasingly 
‘sophisticated and innovative’ financial instruments. We can 
distinguish two broad types of such financial instruments that 
were to play an important part in undermining the stability of 
the financial system; firstly there were those instruments that 
were designed to manage risk, and secondly there were those 
involved in the ‘securitisation of debt’. 

The basic purpose of those instruments designed to 
manage risk was to provide companies, both in the real 
economy and in the financial sector with a means to insure 
themselves against unexpected adverse financial or economic 
events or a combination of events. Amongst other benefits by 
buying these instruments companies could reduce the amount 
of idle money-capital they needed to hold in reserve to 
cushion themselves against any losses resulting from such 
unexpected events. 

These instruments are essentially analogous to bets 
on certain economic or financial outcomes. By betting on an 
outcome that might have a substantial adverse effect on their 
business a company could limit its potential losses if it 
actually occurred. The role of the investment bank is like that 
of the bookmaker, taking bets on various outcomes by selling 
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various financial instruments and paying out if such events 
occurred. Like a bookmaker, an investment banker will seek 
to cover what has to be paid out if a particular event actually 
occurs with the money received on the bets that this event 
will not occur — taking a small cut of course for running the 
book.* 

As a consequence, to the extent that companies are 
risk-adverse and in effect seek to make bets with long odds 
(i.e. they pay a small amount to insure themselves against 
unlikely but high costly events), then the investment bankers 
have to find those prepared to in effect make the 
corresponding opposite short odd bets. This opened up a 
lucrative opportunity for financial firms, such as_ the 
notorious hedge funds, in betting against unlikely economic 
and financial events. With the growing competition in 
investment banking caused by the encroachment of the 
investment arms of the commercial banks, and in the 
prevailing climate of declining economic and _ financial 
volatility, it was tempting for investment bankers themselves 
to follow the hedge funds into this area of business. This 
could be done either directly, by not fully covering the 
instruments with ‘long odds’, or by lending money to hedge 
funds so they could ‘leverage up’ their investments. As a 
result, investment banks and the investment banking arms of 
the commercial banks became heavily exposed to the 
possibility of large losses if the financial and economic 
situation became more volatile and uncertain. 

The second broad type of financial instrument that 
we need to highlight are those involved in the various forms 
‘securitisation of debt’. Traditionally banks made loans to 
businesses and individuals and then held them until they 
were fully repaid. With the ‘securitisation of debt’ banks 
make loans and then bundle similar types of loans together 
and sell the rights to the interest and repayments of the loans 
in the form of tradable securities. As such, banks do not 
make their money on the interest on the loans but on the fees 
and commissions that are earned for originating and 
managing the loans. 

The advantage for banks is that by selling off their 
loans they can then use the proceeds of such sales to make 
further loans and thereby make more money in the form of 
fees and commissions. Furthermore, because the risk that 
there might be exceptionally high defaults on these loans is 
transferred to the buyers of the debt, banks do not need to 
hold money reserves in order to cover the losses that may 
arise. Yet at the same time, in taking the form of tradable 
securities, these loans can be sold on to third parties by their 
buyers. Because they can be easily converted into money 
these assets appear as liquid assets that can be used instead of 
money as part of their owners’ reserves against losses on 
other business dealings. 

Indeed, as was to become exposed in the current 
financial crisis, the securitisation of debt performs a great 


* Bookmakers do not set the odds they offer by calculating the 
probability of each horse wiining a race. In fact such a calculation 
would be impossible because there are simply too many factors 
involved. They determine the odds they offer by what they expect 
their punters think the probabilities will be. 


conjuring trick in which illiquid loans are magically 
transformed into highly liquid assets that persuade everyone 
involved that they need fewer reserves to cover unexpected 
losses. 

We shall return to this in more detail later when we 
consider the crucial role of the securitisation of mortgage 
debt in bringing about the 2007 credit crunch. However, we 
must now draw together the implications of the trend towards 
the rapid expansion, greater complexity and integration of 
the global financial system that can be seen to have been 
accelerated by Greenspan’s interest rate cuts. 

Firstly, the increased integration of the global 
financial system meant not only a growing interconnectivity 
across national boundaries but also a blurring of the old 
divisions between different financial functions. The old 
firewalls, such as those which had separated commercial 
banking from investment banking, and investment banking 
for hedge fund activities, or which had separated the 
financial system from one country from that of another, were 
eroded. As a result, the global financial system had become 
far more susceptible to the rapid spread of crisis from one 
part to another. 

Secondly, the growth in the sheer complexity of 
financial deals made the global financial system increasingly 
opaque, not only to those entrusted with supervising the 
system but also to those directly involved. With many 
financial instruments often based on dense and intricate 
specifications and sophisticated mathematical models, few if 
anyone were able to fully understand. Deals had to be made 
largely on trust and the reputation of those involved, rather 
than on ‘due diligence’ before entering such deals. Thirdly, 
as we have seen in the case of the ‘securitisation of debt’, 
many of the financial innovations and developments had 
served to reduce the amount of cash reserves necessary to 
cushion the system from unexpected shocks. As a result, 
rapid expansion prompted by exceptionally low interest rates 
could be seen with hindsight to have left the global financial 
system dangerously over-extended. 

As a result of all this it can be argued that the global 
financial system had by 2007 become increasingly fragile. 
As such it would need only a relatively small unexpected 
shock to bring down the house of cards. The shock proved to 
be the crisis in the US sub-prime mortgage market. 


The housing boom... 

The boom in US house prices had begun as early as 2000 — 
well before Alan Greenspan had begun cutting interest rates. 
Of course, house price booms are far from being anything 
new, and, at least at first, this boom seemed to exhibit all the 
familiar dynamics as previous ones had done. Periods in 
which house prices rise faster than the general levels of 
wages and prices, and in which market transactions become 
increasingly frantic as people seek to ‘get on the housing 
ladder’ before it becomes unaffordable, have always tended 
to alternate with periods in which house prices and the 
housing market are stagnant. Indeed, it can be said that the 
capitalist production of housing as a commodity necessarily 
gives rise to housing booms and busts. Why is this? 
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Normally capitalistically produced commodities 
will tend to sell at their prices of production, that is the cost 
of production plus the general rate of profit ruling in the 
economy as a whole. If excess demand arises the market 
price will rise. This will lead to higher than average profits in 
the industry producing the commodity. These higher profits 
will then in turn attract an inflow of capital into the industry 
concerned providing the means to expand the production and 
hence the supply of the commodity. Supply will then rise to 
meet the increased demand and the market price will fall 
back to price of production. Thus constantly rising prices can 
only be the result of systematically increasing costs of 
production or of demand continuing to increase faster than 
supply. 

However, there are certain peculiarities of the 
production and sale of houses that alter the operation of this 
normal process of regulating both prices and the relation of 
supply and demand. First of all, on the side of supply, there 
is the fact that houses take a considerable time to build. The 

time taken from the decision to build, through the various 
planning procedures, the securing and preparing of the 
building site, to the actual completion of the construction of 
new housing is measured in months if not in years. Thus 
compared for example to most manufactured commodities, 
even small incremental increases in the supply of housing 
can take considerable amounts of time to come through. As a 
result the market prices can for considerable periods rise 
above the price of production as supply takes time to catch 
up; and equally, if supply overshoots demand, market prices 
may well fall for a considerable time below the price of 
production. 

The second, and perhaps more important, 
peculiarity of the construction of housing is that land is an 
essential and substantial factor of production. For capital to 
be invested in the construction of new housing land had to be 
bought. By using the scarcity of land, landowners can use the 
increase in demand for land to raise land prices. The increase 
in market price for housing thereby leads in time to an 
increase in the price of land and hence the costs of 
production facing the house builder. This means that the 
supply of new housing for sale will depend as much on the 
rate of increase in house prices as their actual level, since 
house prices have to out run the consequent rise in land 
prices. 


On the demand side there is a third peculiarity that 
arises from the substantial cost of housing. The price of a 
house is usually several times the annual income of any 
likely buyer. Few homebuyers are in a position to simply buy 
a house outright. Instead they have to take out a loan using 
the house itself as security in case they are at some point 
unable to meet the repayments, that is they have to take out a 
mortgage. This means the price a homebuyer can pay for a 
house is not determined by the amount of money they have 
in their pocket, but how much they can borrow. However, the 
amount they can borrow depends on what is deemed by the 
mortgage lender to be the market price of the house that is 
the security for the mortgage loan. As a consequence, in a 
situation where there is even a small shortage of housing at 
the current market price, there can arise a prolonged upward 
spiral in house prices. As the market price of houses is bid 
up, mortgage lenders are prepared to lend more money, 
which then allows homebuyers to bid up prices further, and 
so on.” 

Yet there is a further twist in this upward dynamic 
of house prices that drives a housing boom. This upward 
spiral of house prices depends on both the willingness and 
ability of mortgage lenders to provide mortgage loans. Of 
course, mortgage lenders are willing to make loans because 
they are able to make money in doing so. Yet this prospect of 
making a profit has to be weighed against the possibility that 
those they lend to may default on the loan, and the 
subsequent losses this may incur for the mortgage lender. 
Mortgage lenders will therefore seek to ration the mortgage 
funds they lend to those least likely to default. 

The obvious means of rationing mortgages is to set 
restrictive criteria of creditworthiness for potential 
borrowers. Those who have shown themselves to have bad 
credit records in the past, it can be reasoned, are likely to 
have a higher risk of defaulting in the future. Another 
important method of rationing loans is to lend only a certain 
proportion of the full market price of the house that is to be 
mortgaged. The difference between the amount loaned on the 
mortgage and the purchase price of the house is then 
expected to made-up out of the pocket of the homebuyer. In 
this case it may be reasoned that if the home buyer is able to 
manage his finances sufficiently to save up the amount 
needed to make this ‘down payment’ or ‘deposit’ on the 
house, then they are likely to be sufficiently financially 
competent to be able to keep up with the subsequent 
mortgage repayments. 

The willingness of the mortgage lenders to lend 
only a certain proportion of the market price of a house not 
only serves to restrict mortgage lending to those least likely 
to default, it also serves to minimise the losses that might be 





° Indeed, it may be asked what prevents a situation in which there is 
a shortage of housing leading to an unsustainable explosion in 
house prices? Of course, if house prices rise fast enough then this 
will cause an increase in the supply of new housing before this is 
choked off by the subsequent rise in land prices. If this increase in 
supply is sufficient to overcome the shortage of housing then the 
upward spiral in house prices could be brought to a halt. If not then 
it may simply lead to a temporary slow down in the rate of increase 
in house prices. 
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incurred if a default does occur. After all, if the mortgage 
lender only lends say 70% or 80% of the full market price, in 
the unlikely eventuality that the homebuyer does default on 
the mortgage, and the house has to be repossessed and sold 
off, then, even with the considerable legal costs of 
repossession proceedings and the substantial discount on the 
market price that may have to be accepted for a quick sale, 
the mortgage lender can be confident of recovering the 
money still owed on the mortgage. 

However, far more importantly, the amount 
mortgage lenders can lend also depends on the funds they 
have at their disposal. They may impose highly restrictive 
criteria for assessing creditworthiness and insist on large 
‘deposits’, not merely to minimize the costs of defaults, but 
to limit the demand for mortgages to the available supply of 
mortgage finance available. This is important if we are to 
understand the cycle of boom and bust in the housing market. 

In the wake of a recession, when money is still tight, 
and when rising unemployment has led to increasing 
mortgage defaults, mortgage lenders will be reluctant, if not 
unable, to expand the supply of mortgages. As a 
consequence, mortgage lending will restrictive and both the 
number of mortgages and amount loaned on each one will be 
strictly rationed. Even when economic recovery leads to 
falling unemployment, rising wages and to more stable 
economic conditions, and consequently to an increase in the 
numbers of potential home buyers, mortgage restrictions, 
particularly the need to find a substantial deposit, will serve 
as a break on any incipient house price spiral. 

However, to the extent that economic recovery 
brings about an expansion in the funds available to finance 
mortgage lending, competition will drive mortgage lenders to 
become less restrictive. In order to find outlets for the funds 
at their disposal they will have to compete to attract potential 
homebuyers. They may relax the criteria they use in 
assessing their creditworthiness. Alternatively, in what often 
amounts to the same thing, they may produce ‘innovative’ 
mortgage repayment schemes ‘tailored’ to the financial 
circumstances of the homebuyer. But most importantly they 
can increase the proportion of market price they will loan. 
Whereas mortgage lenders may have insisted on offering 
only 70% or 80% mortgages; 90%, 95% and even 100% 
mortgages start to become common. Once this competitive 
process takes hold the breaks come off the house price spiral 
and the housing boom takes off. 

Of course, with rising house prices and with people 
stretching their finances in desperation to buy a home of their 
own, there is the danger that mortgage lenders, in their drive 
to expand their mortgage book, will at some rather 
indeterminate point begin to lend ‘too much’ and as a result 
face sharply rising default rates. However, because defaults 
usually occur long after a mortgage is granted no one can be 
certain when this point has been reached. 

Nevertheless, mortgage lenders can still see 
themselves as acting prudently because even if there is a 
sharp rise in defaults, due to the aggressive expansion of 
mortgage lending, rising house prices will limit any losses 
incurred. After all, even if a mortgage lender offers a 100% 
mortgage, by the time the homeowner defaults and the house 
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is repossessed, house prices will have risen far enough that 
sale of the house, even if it has to auctioned at discount, will 
be sufficient to pay any legal costs and allow most if not all 
of the money lent to be recovered. 

Indeed, if house prices are rising, and are expected 
to continue to rise, then mortgage lenders will feel less 
restrained by the fear that expanding lending might lead to a 
significant rise in future defaults on their loans. With rising 
house prices minimizing the costs of any particular default, 
the increased profits that can be made by lending more is 
likely to far outweigh any increase in losses caused by the 
rise of the number of defaults. 

However, the emergence of a mortgage industry 
dominated by long established and relatively large mortgage 
lenders has long served as a check to competitive pressures 
towards predatory lending. Of course, as is often observed, 
few mortgage lenders, particular well-known high street 
banks and building societies that are dependent on doing 
business with the general public, will want to risk being seen 
as loan sharks; ensnaring people in loans they can’t repay 
and then ruthlessly evicting them from their homes. They 
will therefore be careful that their rate of repossessions does 
not rise too high, particularly in comparison with their main 
competitors. 

Although reputation for responsible lending has 
played its part, perhaps a far more important restraint on the 
competitive pressure to relax lending restrictions has been 
the need to find the vast sums of loanable capital required to 
fund large scale mortgage lending. Mortgage lenders have 
been able to attract cheap loanable capital on a large scale 
because mortgage lending is seen as a very safe investment 
that produces predictable and reliable returns. Even if a 
mortgage lender can expect to recover most of its losses due 
to mortgage defaults, the process of foreclosing the loan, 
repossessing the house and then selling it takes time. During 
this time the repayments on the defaulted mortgage have 
stopped. It is only when the house is sold and the money 
raised is lent out again, so that the defaulted mortgage is 
replaced by a new performing one, that repayments 
recommence. High or volatile default rates can therefore lead 
to large variations in returns on the money invested on 
mortgage lending, as defaults disrupt repayment flows. They 
may also introduce a degree of uncertainty that may 
undermine the perception of the mortgage lender as being 
involved in an almost risk free form of investment. 

Certainly, in previous housing booms competitive 
pressure have produced a progressive relaxation of lending 
restrictions and a reduction in deposits. They may have also 
seen at times the emergence of cowboy operators engaged in 
predatory lending for short-term profit. However, by and 
large, most mortgage lenders have long enough time 
horizons and resources to have been able to resist the 
competitive pressures, and indeed temptations, to go very far 
beyond the limits of responsible lending. Certainly since the 
second world war mortgage default rates have remained very 
low, and have been usually the result of unforeseen changes 
in circumstances of the borrower; such as_ illness, 
unemployment or divorce, rather than due to any predatory 
lending. This is true even after the housing booms have 
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burst, and the full extent of excess lending is likely to have 
been revealed. 

However, previous house price booms had usually 
been cut short by economic crises or recessions. What came 
to distinguish the 2000-2007 housing boom from previous 
housing booms was its duration. Although the cut in interest 
rates to exceptionally low levels in 2002 may not have been 
the original cause of the housing boom, it certainly can be 
argued that it helped to prolong it. Firstly interest rate cuts 
can be seen to have mitigated the post dot-com recession that 
may have otherwise brought the housing boom to an abrupt 
halt. Secondly, to the extent that they obliged banks to 
compensate low profit margins by expanding their lending, 
including mortgages, exceptionally low interest rates gave a 
timely boost to the availability of mortgage finance 
necessary to sustain the housing boom. 

As it continued, there were growing concerns on 
how much longer the housing boom could go on, and what 
might happen when it ended. Had boom and bust in the 
housing market been replaced by a semi-permanent boom? 
Would it soon end in a big bang? Or could it be gently 
deflated? 

Of course, even the most enthusiastic estate agent 
could not claim that the house price boom could continue 
forever — even if there was a limitless supply of mortgage 
funding. It had to be admitted that, although the amount that 
can be paid for a house is immediately limited by the amount 
that can be borrowed, ultimately what can be borrowed 
depends how much loan repayments a homebuyer can afford 
to pay. As house prices rose, and mortgage debts became 
ever larger, it could be argued that eventually some ill- 
defined point would be reached where homebuyers would 
not be able to afford to meet the required loan repayments. 
At that point the house price boom would necessarily have to 
come to an end. 

The question then was whether the American 
housing boom had reached, or even overshot, this point. 
Certainly, with house prices outpacing wages for the best 
part of a decade, by 2007 the ratio of the average house price 
to the average annual wage had reached unprecedented 
heights. But this did not mean that the housing boom had 
reached the limits of affordability. If nothing else, to the 
extent that they had been cut short by recession and rising 
unemployment, then previous housing booms were not 
necessarily a good guide to the limits of how much mortgage 
debt was ultimately affordable. 


But even if it was the case that previous booms had come 
close to reaching the limits of affordability, and that would 
have soon run out of steam anyway, then this would not 
mean that the current limits of mortgage debt were the same 
as what they had been then. Firstly, it could be argued, that 
with the steady growth in the numbers of women working 
and having their own careers in recent decades then, in the 
case of working couples, affordability had now to be judged 
on joint incomes rather than that of the average male wage. 
Secondly, most of the recent and comparable housing booms 
had taken place during periods of high inflation when, 
consequently, interest rates had been very much higher than 
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they were even before the interest rate cuts that began in 
2002. With less interest to pay, homebuyers could afford to 
take out larger mortgages and pay a higher price for their 
home. Indeed, the average ratio of mortgage repayments of 
homeowners to their total household income in the US, even 
as late as 2006, did not seem exceptionally high by either 
historical or international standards." 

From its early stages there had been repeated 
predictions that the housing boom was about to come to a 
sticky end. The failure of these repeated predictions had only 
served to convince many, particularly those in the mortgage 
industry, that, although the boom might not be able to go on 
forever, it still had a long way to go before house prices 
became unaffordable. However, during 2006 it became 
increasingly clear that the boom was slowing down. The rate 
of increase in house price slowed sharply. By the end of the 
year the average price of a house had already peaked and 
there were signs that US house prices in general were 
beginning to fall. 





1965 


1970 1975 1980 1985 1990 1995 2000 2005 


US house prices divided by the median family 


This slow down was largely attributed to the impact 
of Greenspan’s decision to raise interest rates a year or so 
before. Certainly, the substantial increase in interest rates had 
meant a considerable increase in mortgage repayments that 
prospective homebuyers faced on any particular size of 
mortgage. With house prices less affordable many 
prospective homebuyers might put off buying a house, 
thereby reducing demand. Nevertheless, many commentators 
had still thought that this impact of higher interest rates 
might prove to be temporary. Once prospective homebuyers 
adjusted their expectations as to what mortgage repayments 
were needed to buy a house then the chronic shortage of 
housing would force them to start bidding up the price of 
housing again. The upward spiral of house prices would then 
be restored. Others suggested that once expectation of ever- 
rising house prices was shattered the dynamics of the house 





'0 According to the Federal Reserve Board statitistics the average 
home owner had spent almost 9% of their disposable income on 
mortgage repayments in 2000. In 2006 this had risen to little more 
than 11%. 
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price boom would be thrown into reverse. Banks would 
restrict lending and house prices would tumble, perhaps by 
20%, 30% or even more. The third position, which was based 
on the experience of previous housing booms, was that house 
prices might fall back to what they were a year or so before 
and then stagnate. With sellers reluctant to sell their houses 
for less than they had paid for them they would withdraw 
from the market. The housing market would then largely 
seize up until wage inflation allowed wages to catch up with 
house prices. 

Yet even if house prices tumbled, or the housing 
market stagnated for an extended period, this would not in 
itself produce dire consequences. So long as house owners 
had the means to repay their mortgages it did not matter how 
far actual house prices fell. The fall in the demand for 
housing would certainly have an impact on the housing 
industry and other industries dependent on the housing 
market. There may be problems with labour mobility as 
workers found the sale of their home was no longer sufficient 
to pay off the mortgage and they had become trapped by 
‘negative equity’ and could not move house. Furthermore, 
many mortgage lenders would be given a hard economic 
lesson in the need to maintain lending standards as the costs 
of defaults rose sharply. But none of this meant the end of 
the world or some serious economic or financial crisis. After 
all, as past experience had repeatedly shown, the cycle of 
boom and bust in the housing market was an effect of 
economic and financial crises and the business cycle rather 
than a cause of them. 

Critics of the prevalent sanguine view of the US 
economy had long pointed out the growth of consumer debt, 
particularly mortgage debt, as the ticking time bomb that 
would sooner or later blow apart American-led economic 
prosperity. It could be suggested that the substantial rise in 
interest rates could have tipped millions of American 
homebuyers down the slippery slope of mortgage arrears, 
eventually leading to debt default. It could be argued that 
even though there was ample evidence to show that the 
average mortgage borrower was not in fact that heavily 
indebted, this was in fact a little misleading. After all this 
was an average that obscured the fact that there could be a 
large proportion of homebuyers whose financial position was 
very far from being the average. 

Even the individual homebuyer could expect to 
have a distinct cycle of mortgage indebtedness. As a first 
time buyer, most homebuyers are obliged to stretch their 
finances to get on the property ladder. At that point in their 
life mortgage payments are likely to be a large proportion of 
their income. However, even if their wages only rise in line 
with everyone else’s, the burden of mortgage repayments, 
which at any given rate of interest normally remain fixed in 
money terms, will tend to fall. Wage inflation will continue 
to erode the homebuyers’ mortgage debt until they decide to 
move to a larger house and therefore take out a larger 
mortgage, or take out a second mortgage on the existing 
house to finance increased expenditure. Mortgage 
repayments will then rise again as a proportion of income 
before once again being eroded by inflation. Eventually, 
when the family leaves home, the house buyer may trade 
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down to a smaller house. Then whatever mortgage 
repayments remain will be small, if not negligible. 

As a consequence, at any time there may be a 
considerable proportion of homebuyers, particularly those 
who have just bought their first home, that are close to the 
limits of their ability to keep up their mortgage repayments. 
An unexpected rise in interest rates could therefore place a 
substantial number of homeowners in serious difficulties. 
Furthermore, the housing boom had occurred during a period 
of low inflation. Therefore mortgage debt erosion would 
have been slower which, together with the large increase in 
people taking out second mortgages, would seem to suggest 
that there could be far more homeowners at risk from the 
jacking up of interest rates than would have been the case in 
previous housing booms that had occurred during periods of 
high inflation. 

Against this view it could be argued that interest 
rates had not been suddenly raised from 1% to over 5% all at 
once. Alan Greenspan had made evidently clear that his 
intention was to raise interest rates and had done so in 
gradual steps giving lenders and borrowers considerable 
notice of which way things were going. What is more, 
because most American mortgages are based on ‘fixed rates’ 
in which interest rates are only adjusted every two or three 
years, most people would have had plenty of time to adjust to 
the rise in rates. Undoubtedly there would be considerable 
numbers of home buyers who had taken out mortgages 
expecting low interest rates to continue and these could face 
serious financial difficulties. But most households would go 
to considerable lengths to prevent the roof over their heads 
being taken away. By working extra overtime, taking up an 
extra job, or else cutting back on other expenditures, most of 
the households in financial difficulties due to the unexpected 
rise in interest rates could be counted on to keep up their 
mortgage payments. 

Certainly it was true that by the beginning of 2007, 
even though levels of employment in the American economy 
still remained largely stable, the number of mortgage defaults 
had already risen to levels that were high by historical 
standards. Nevertheless, those who took the sanguine view 
could take comfort from looking across the Atlantic. The 
UK, Ireland and Spain had all experienced very similar 
booms to that which had occurred in the USA. Indeed, in 
some cases, the housing boom in the UK had started much 
earlier and had seen house prices rise much further than in 
the US. Yet, although variable interest rate mortgages were 
much more common in the UK, which meant that the impact 
of the rise in interest rates on homebuyers had been far more 
sudden than it had in the US, their had been no tsunami of 
mortgage defaults. What is more, as Alan Greenspan pointed 
out at the time, in the UK the rate of house price increases 
had slowed down for a while but there were already strong 
indications that the housing market was beginning to take off 
once more. 

Alan Greenspan was perhaps correct in counting on 
the rationality and responsibility of mortgage lenders and 
homebuyers in the traditional mortgage market to limit the 
excess lending and borrowing of the long housing boom to 
manageable levels. But, with hindsight, we now know that 
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the likes of Greenspan had seriously underestimated the 
significance of once small corner of the US housing market 
that had come to circumvent many of the traditional checks 
and balances on excess lending and borrowing. This was the 
sub-prime market. 





... and the sub-prime bust 

In their efforts to shift the blame from the greed of bankers 
and the failure of free market capitalism, some right-wing 
Republicans in the US have argued that the ultimate cause of 
the current financial crisis was the well-meaning, but ill- 
judged attempts on the part of liberal Democrats to distort 
market mechanisms in order to expand home ownership to 
the feckless poor. 

It is true, as they point out, that the origins of what 
was to become known as the sub-prime mortgage market can 
be traced back to the Community Reinvestment Act (1979) 
and Depository Institutions Deregulation Act (1980) passed 
under the Carter administration in the late 1970s. In order to 
correct what was seen as the implicitly racist lending 
practices of mortgage lenders, to renovate poor and 
depressed neighbourhoods and to facilitate the emergence of 
a black middle class, the Carter administration had sought to 
extend homeownership to poor and disadvantaged 
minorities. Under these acts mortgage lenders were to be 
permitted, and indeed encouraged, to offer a new type of 
mortgage that would be exempt from the usual regulations 
governing standard mortgages. This distinct new type of 
mortgage would allow those who would have been rejected 
from taking out a standard mortgage loan due to a poor credit 
or employment history to borrow in order to buy a house. In 
return for accepting the higher risk of such sub-prime 
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mortgages, mortgage lenders, together with certain 
government guarantees and inducements, were to be allowed 
to charge a higher rate of interest on the these sub-prime 
loans." 

The Reagan administration, with its ideology of 
market deregulation and a property-owning popular 
capitalism, was far from being adverse to efforts to expand 
homeownership. As right-wing Republicans usually gloss 
over, far from reversing Carter’s ‘affirmative action’ with 
regard to mortgage lending, Reagan’s administration sought 
to consolidate and extend it with measures included in the 
Alternative Mortgage Transaction Act (1982) and the Tax 
Reform Act of (1986). With these acts the parameters of 
what was to become the sub-prime mortgage market were 
firmly established. However, the expansion of the sub-prime 
mortgage market remained limited. It was not until the 
Clinton administration that a further concerted attempt was 
made to expand homeownership to the poor and 
disadvantaged minorities. 

In 1989 hundreds of savings and loans institutions, 
the American equivalent to the old British building societies, 
went bust. These usually mutually owned institutions had 
provided a proportion of mortgage lending to working class 
homebuyers. This savings and loans crisis, combined with 
the perennial problem of what to do about the decay of 
America’s inner cities, had pushed the issue of housing up 
the political agenda in the 1990s. In coming into office 
Clinton had sought to find a ‘third way’ solution to the 
problem that would allow him to outflank the Republicans, 
and, at a time when the government deficit was dangerously 
high, would not cost the public purse too much money. As 
such public provision of social housing or direct housing 
subsidies were out of the question. Instead, the market was to 
be harnessed to achieve social ends. To do this Clinton 
sought to use the profit-making mortgage lenders to provide 
the finance to sustain and expand homeownership. 

Firstly, the Clinton administration used its 
regulatory powers to cajole mortgage lenders into providing 
mortgages to disadvantaged minorities and deprived 
neighbourhoods. Under the Community Reinvestment Act 
(CRA), mortgage lenders had been given a rating by the 
regulatory authorities that indicated how well they were 
doing in diversifying homeownership across different groups 
in society. This CRA rating was now to be taken into account 
when regulators decided whether to grant permission for 
mortgage lenders to expand their financial activities, set up 
new branches and merge with other institutions. This meant 
that it was in the interests of profit-making mortgage lenders 
to pursue the social objective of expanding homeownership 
to disadvantaged groups. 

Secondly, the Clinton administration permitted the 
two ‘government sponsored’ corporations, Freddie Mac and 
Fanny Mae, to buy up sub-prime mortgages from mortgage 





|The encouragement of home ownership can be seen as an 
important part of the staes reaction to the struggles arising out of the 
civil rights movements of the 1960s. It provided a material interest 
for an incipent black middle class in American capitalism and 
provided a basis to maintain bourgois individualist ideoglogy. 
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lenders. As we shall see in more detail later, Freddie Mac 
and Fanny Mae had long played a major role in reducing the 
risks faced by mortgage lenders by buying up their 
mortgages and then selling them on to financial markets. 
However, in providing what amounted to an insurance 
against default losses, Freddie Mac and Fanny Mae and been 
restricted to buying up mortgages that had been granted 
following strict procedures to ensure the homebuyer could be 
expected to be willing and able to keep up the necessary 
repayments. By allowing Freddie Mac and Fanny Mae to buy 
up more risky mortgages, the Clinton administration could 
hope to entice mainstream mortgage lenders to become more 
involved in sub-prime lending. 

The promotion of sub-prime mortgages contributed 
to a rapid expansion and diversification of homeownership in 
the 1990s." As a result, from being a rather specialist 
financial activity, sub-prime mortgages now became a 
significant segment of the mainstream mortgage market. By 
the year 2000 sub-prime mortgages accounted for 5% of all 
outstanding mortgages in the USA. Yet the reckless boom in 
sub-prime lending that was to lead to the sub-prime crisis 
began not under Clinton but towards the end of Bush junior’s 
first term of office. 

As we have seen, exceptionally low interest rates 
had put considerable pressure on banks and other financial 
firms to compensate for low profit margins on each of their 
loans by expanding the amount lent, by making money from 
money dealing in the form of brokerage fees and 
commissions involved in various financial transactions, and 
by searching for investments that gave a higher return. The 
vast American mortgage market offered substantial potential 
business opportunities to make money in these ways. 

No longer content to simply buy up the mortgage 
debt offered by Freddie Mac or Fanny Mae, the big 
investment banks now began to ‘cut out the middleman’ and 
buy up mortgages directly from mortgage lenders. Their 
lobbyists launched a campaign against the two government- 
sponsored mortgage institutions. It was claimed that because 
they were implicitly backed by the government they could 
borrow money cheaper and had an unfair advantage. 
Although their attempts to gain congressional support for 
imposing stricter limits on the activities of Freddie Mac and 
Fanny Mae failed, they succeeded in forestalling any 
political and regulatory scrutiny on their own activities by 
presenting the investment banks as the injured party. 
Together Freddie Mac and Fanny Mae had purchased 90% of 
all mortgages sold on the ‘secondary mortgage market’; by 
2007 it had fallen to less than 50%. 

The sub-prime segment of the American mortgage 
market was particularly attractive to the investment banks 
because it offered significantly higher returns for what 
seemed very little extra risk. As a consequence, there was a 


' According to Harvard University’s Joint Center for Housing 
Studies the number of mortgages granted to African Americans 
grew by 71% between 1993 and 1998. For Hispanics the increase in 
this period was more than 87%. While for non-Hispanic whites the 
increase was 31%. See report in The New York Times on 
30/9/1999. 
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high demand on the part of investment banks and other 
financial firms for sub-prime mortgages. With sub-prime 
mortgages easy and profitable to sell on to other investment 
banks, mortgage lenders responded by increasing the supply 
by issuing more. The growth of sub-prime mortgage lending 
rose far faster than standard mortgages. By 2007 14% of all 
outstanding mortgages were sub-prime. 

As could be expected, competitive pressures to 
expand mortgage loans led to a relaxation of lending 
restrictions. This was all the more so for sub-prime 
mortgages, which were expected to be a bit more risky 
anyway. With house prices rising, and expected to continue 
to rise, and with it easy and quick to sell on mortgages, 
mortgage lenders had little incentive to maintain rigorous 
lending practices. As competition increased to find ever more 
borrowers to satisfy the voracious demands of the investment 
banks for sub-prime mortgages, the more unscrupulous 
mortgage lenders became ever more reckless. To entice 
people to take out a sub-prime mortgage they offered 
especially low interest or repayment terms for the first two or 
three years. These low payments being rolled-up to be paid 
in later years when it was hoped the borrower’s financial 
position might have improved. At the extreme, some 
mortgage lenders even made what were later to become 
known as NINJA loans; that is they granted mortgage loans 
to people who had no income, no job or no assets. 

With house prices rising, mortgage lenders were 
confident that after two or three years the price of the house 
that was mortgaged on these terms would have risen 
sufficiently to allow the borrower to take out a bigger loan to 
pay off any arrears. Failing that the house could always be 
repossessed and the loan recovered. 

But all this depended on ever rising house prices. As 

we have seen, by 2006 the rise in the average price of houses 
in the USA had slowed down and had begun to slowly fall. 
This was, however, an average price. Sub-prime mortgages 
were highly concentrated in deprived and rundown 
neighbourhoods. As the low repayment periods began to run 
out on loans made in 2004, sub-prime mortgage defaults had 
begun to rise sharply. As a consequence, mortgage lenders 
began to repossess increasing numbers of houses and auction 
them off. But this flood of housing coming on to the market 
drove down the price of housing in these neighbourhoods. 
Indeed, house prices in many of these neighbourhoods began 
to collapse. As a result, sub-prime mortgage lenders now 
began to find that they were unable to sell the houses they 
were repossessing and were left holding increasingly derelict 
buildings. In the coming months neighbourhoods across the 
USA were turned into little more than ghost towns as 
homelessness soared. 
Increasingly unable to recover their loans, and with the 
number of defaults rising rapidly, mortgage default losses 
soared. By early 2007 3% of the $2.3 trillion sub-prime and 
other non-conventional mortgages had defaulted. But to the 
extent that these mortgages had been sold on, these soaring 
default losses did not simply hit the mortgage lenders; they 
struck the investment banks and the various financial firms 
that had ended up owning these mortgages. 
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As we have seen, the financial system had become 
increasingly fragile. It was these default losses that proved 
sufficient to bring the entire house down. 
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Who saw it coming? 

Of course, with hindsight we now know that these sub-prime 
default losses were leading to the credit crunch of the 
summer of 2007 and the subsequent unfolding of the 
financial crisis a year later. But it was certainly not evident 
that this was going to happen at the time. 

Alan Greenspan was certainly aware of the 
developing sub-prime mortgage crisis in early 2007. 
However, he could rightly point out that mortgage default 
losses, which were then running in tens of billions of dollars, 
was still relatively small beer. After all, the annual GDP of 
the US was $15 trillion. 

Of course, it was possible that the crisis in the sub- 
prime market might become worse. It might also drive down 
house prices more generally and increase the costs of 
defaults on standard mortgages. Greenspan was well aware 
that, although on average house prices were only falling 
slowly, in some areas house prices were collapsing. But he 
could see the glass half-full: if in some areas prices were 
collapsing this meant that in others houses prices must be 
still rising. This divergence in the direction of house prices in 
different areas confirmed for him the fact that the US 
housing market was compartmentalised. Hence rather than 
there being a single big housing bubble, there was a housing 
froth made up of small bubbles. As a consequence, the rapid 
fall in prices in those areas where subprime lending had been 
prevalent was unlikely to cause similar falls in the majority 
of areas where standard mortgage lending was the norm. 

Greenspan was confident that the impact of the 
losses on sub-prime mortgages could be easily absorbed by 
the financial system. After all, the whole point of the 
securitisation of debt was to spread the risk of loss across the 
entire global financial system. So far only, in early 2007, 3% 
of $2.3 trillion worth of outstanding subprime and other non 
conventional mortages had defaulted. Even if none of these 
losses were recovered through the sale of repossesed homes, 
losses would still be less than $50 billion. An amout small 
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compared with the trillions of dollars profit made by the 
global fiancial system each year." 

Yet it’ was not only those blinkered by market 
fundamentalism, like Greenspan, that failed see the credit 
crunch coming." It was also true of most if not all of those 
critical of the prevailing economic orthodoxy. 

There had been many on both the right and left that 
had long warned that housing bubble would end in tears.'° 
However, few saw it ending in a banking crisis. The usual 
prediction had been that falling house prices would mean that 
it would be difficult for home owners to take out second 
mortgages to finance consumption levels higher than their 
income. This would result in a slow down in the growth of 
debt fuelled consumption that was seen as essential to 
America’s continued economic growth. The slow-down in 
the economy would result in rising unemployment which 
would result in further falls in house prices leading to a down 
spiral in the real economy. 

It is true that the well-known and perceptive left- 
Keynesian critic of the economic orthodoxy, Paul Krugman, 
had expressed concerns that the growing mortgage defaults 
would result in a financial crisis. But he predicted that this 
financial crisis would break out in the form of a stock market 
crash. Instead it broke out in the form of a banking crisis. 
Indeed, as we shall see, the stock market continued to rise for 
several months after the credit crunch of August 2007."° 

We must therefore consider in a little more detail 
how it was that the sub-prime crisis triggered the credit 
crunch and the subsequent financial and economic crisis. 


The integration of mortgage finance into the global 
financial system 

As we have seen, housing booms depend on the continued 
availability of mortgage finance. The prolonged housing 
boom over the last decade had been made possible by the 
ability of mortgage lenders to tap the vast oceans of loanable 
capital in the global financial markets. Yet, at same time, it 
was this integration of mortgage finance in to the global 
financial system that meant that the crisis in the US sub- 
prime mortgage market was able to have such devastating 
effects on the financial system as a whole. If we are to 
understand how the crisis in the sub-prime mortgage market 


'S & year and half later the OECD estimated losses on subprime 
mortgages to have risen to $300-$400 billion. 

'4 Of course, Alan Greenspan is embued with the ideology of 
market fundamentalism from an early age. Nevertheless for two 
decades he had the important and practical job of running American 
monetary policy as the Chairman of the Federal Reserve Board. 
This required him to temper his neo-liberal ideology with dose of 
pragmatism. 

'S For example the Marxist historian Robert Brenner had argued that 
the housing bubble had only temporarily postponed the big 
economic crash in 2002. See The boom and the bubble : the US in 
the world economy, Robert Brenner, Verso, 2002. 

'© Prof. Nouriel Roubini is often credited with predicting that the 
credit crunch would result in a potentially devastaing financial 
crash. However, although from 2006 he had repeatedly warned that 
there was going to be a financial crisis he was unable to decide how 
it would happen. 
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was able to trigger the credit crunch and subsequently the 
near melt down of the global financial system we must 
therefore first of all consider in more detail how mortgage 
finance has become increasingly incorporated into the global 
financial system. 

Under the stringent regulatory regime that had been 
put in place as a result of the Wall Street crash in 1929 and 
the second world war, finance across the advanced capitalist 
world had been strictly compartmentalised. In the UK, for 
example, residential mortgage lending had been mainly the 
preserve of non-profit making building societies. Building 
societies collected together the numerous small savings of 
their members, who were largely drawn form the lower 
middle class and the better off sections of the working class, 
and then lent this money to those of its members who needed 
mortgages to buy a home. 

By the 1950s and 1960s most building societies had 
outgrown their local origins and established a nation wide 
network of branches. Nevertheless, although their extensive 
branch network allowed them to obtain a large number of 
deposits, the amount of building societies had to lend was 
always limited relative to the demand for mortgages. 
Building societies were therefore obliged to ration 
mortgages, by insisting on high deposits and by imposing 
strict criteria in assessing potential borrowers’ credit 
worthiness. Furthermore, since building societies were 
owned by their borrowers and depositors, rather then by 
shareholders, they were under no pressure to maximise 
profits. Without the pressure to make profits their mortgage 
lending practices tended to err on the side of caution and 
prudence. 
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As a consequence, housing booms and busts had not only 
been rather muted, but also subordinated to the general 
economic cycle. During upturns in the economy, when 
wages were rising and unemployment falling, savings would 
rise and the pool of available mortgage finance would 
expand. This would then facilitate a limited housing boom. 
Contrawise, when the economy slowed down then savings 
would fall, and the housing boom would be brought to a halt. 
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But there was never sufficient mortgage finance to fuel a 
prolonged and rampant housing price bubble. 

Legislation was passed in 1970 which opened the 
mortgage market to commercial banks. Commercial banks 
not only took deposits from individuals on modest incomes 
but also from wealthy individuals and businesses. They 
therefore had a much larger deposit base and hence a much 
more substantial pool of money-capital to finance mortgages. 
This, combined with the de-mutualisation of nearly all 
building societies in the 1980s, resulted in increasingly 
pronounced housing booms and busts in the final quarter of 
the twentieth century. Nevertheless the mortgage market still 
remained within national boundaries, and these booms and 
busts were still largely determined by the general cycle of the 
British economy. 

The new century saw the beginning of a further 
development in the financing of mortgages. British banks 
began to rapidly move away from the traditional practice of 
granting mortgages and then holding them until they reached 
maturity. Instead they began bundling mortgages together 
and then selling them on as tradable securities — what 
became known as residential mortgage backed securities 
(RMBS) - to other financial institutions across the globe.'’ In 
1999 the amount of new mortgages financed by the issue of 
RMBS, rather than out of bank deposits, had been negligible; 
by 2007 more than half of all new mortgages were being 
financed in this way. As a result, British mortgage finance 
was no longer limited by the sum of deposits commercial 
banks could attract through their network of local branches. 
Commercial banks could now tap the vast loanable funds 
available in the global financial system. '® 

Due to the peculiarities of the American financial 
system the practise of ‘selling on’ mortgages has been long 
established. Because of historical and geographical factors 
commercial banking in general, and mortgage lending in 
particular, is relatively decentralised when compared with 
the UK and Europe. Commercial banks, and other mortgage 
lenders such as Savings and Loans institutions, are only able 
to operate and collect deposits within the boundaries of the 
individual state in which they are registered and regulated. 

As a result, commercial banking and mortgage 
lending in the USA is composed of a large number of small 
institutions. Because of their small size these banks and other 
financial institutions are limited in their ability to spread the 
risks involved in their operations. This has meant that they 
have been liable to err on the side of caution, particularly 
when making such long term loans as mortgages. After all, 


'7 From a bank’s point of view, a mortgage represents an asset; a 
stream of monthly income for X number of years. Like any asset, it 
can be sold. The buyer takes on the risk the borrower might default, 
but also collects the repayments. 

'S Through most of the twentith century the British commercial 
banking system had been very stable. The only change at the top 
had been the merger the National Provincial with the Westminter 
Bank to form NatWest in the 1960s which reduced the ‘big five’ 
high street banks to a ‘big four’. The decade or so has seen a large 
scale restructuring of British commercial banking following the 
transformation of building socieites into banks and a series of 
mergers and takeovers. 
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with large parts of America prone to natural disasters, such 
as hurricanes, earthquakes or forest fires, there is often a 
significant risk that homes on which a mortgage is secured 
might be destroyed, along with the mortgage holder being 
rendered destitute, before the mortgage is paid back. Besides 
such risks of natural disasters there is also the risk of 
localised economic downturns that may increase 
unemployment and thereby mortgage defaults. Unable to 
spread risk beyond the confines of the individual state, any 
such natural disaster or localised economic downturns can 
easily lead to mortgage lenders going bankrupt. 

The great depression of the 1930s had made the 
problem of risk adverse mortgage lenders particularly acute. 
With mortgage lenders reluctant to lend, potential home 
buyers could not buy houses. The consequent lack of demand 
for houses meant that the house building industry remained 
depressed and construction workers could not find work. In 
order to break out of this problem an important plank of the 
New Deal had been to provide Federal government funds to 
insure mortgage lenders against default losses. These funds 
were administered by Fannie Mae. 

In the 1969 the Fannie Mae was privatised; being 
transformed from a federal agency to a ‘government 
sponsored company’ to be run on commercial lines. In the 
following year Freddie Mac was set up on similar lines in 
order to provide a degree of competition. As commercial 
companies Freddie Mac and Fannie Mae were able to fulfil 
their task of guaranteeing mortgages by buying up mortgage 
debt from the numerous mortgage lenders across the USA 
and then selling this debt on to banks and other financial 
institutions. In doing so they created a ‘secondary mortgage’ 
market that provided the basic preconditions for the rapid 
expansion of RMBS that has occurred over the last decade. 

As we have seen, because Freddie Mac and Fannie 
Mae were implicitly backed by the Federal government they 
had a distinct advantage in both borrowing money and in 
selling on mortgages. Being highly unlikely to default or go 
bankrupt they could borrow at cheaper rates and sell 
mortgages on for a higher price than any other private 
competitor. This advantage had allowed them to maintain 
their duopoly of the American secondary mortgage market 
up until the beginning of this decade. However, once the 
investment banks decided to move in a big way they were 
soon able to overturn these advantages by utilising their 
superior connections in the global financial system, they 
expertise in producing ‘sophisticated products’ and their 
greater freedom from regulatory control. 

In order to avoid the prying eyes of the regulators 
the investment banks set up what are known as Structured 
Investment Vehicles (SIVs). These SIVs were ostensibly 
independent companies but because it was well known that 
they had the implicit backing of the parent investment bank 
they could borrow money cheaply. These SIVs then set up 
what was in effect a kind of production line for producing 
RMBS. The starting capital provided by the parent 
investment bank was ‘leveraged up’ by borrowing on a short 
term basis from other banks and financial institutions and 
then used to buy mortgages from mortgage lenders across the 
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USA.” Instead of bundling together similar types of 
mortgages as had been the standard practice of Freddie Mac 
and Fannie Mae, they mixed different types of mortgages 
together. This allowed them to tailor the RMBS and the cash 
flows that they were expected to produce to demands of their 
customers. For those customers who might want a higher 
return on their investment at the cost of a slightly higher risk, 
which increasingly became the case, then the SIVs would 
add a slice of sub-prime mortgages to the mix. 

These bundles of mortgages were then priced using 
highly complex statistical models that calculated the 
probabilities of the expected returns on they would produce 
over time taking in to account the possibility of defaults. This 
pricing was then verified by hiring ‘independent’ credit 
agencies. The resulting RMBS were then sold ‘over the 
counter’ to banks and other financial institutions across the 
world. The money obtained could then be used to pay back 
the loans and buy up more mortgages. 

This business model, however, was only viable 
because there was a growing demand for RMBS. One of the 
main sources of this demand was the commercial banks, 
particularly those in Europe. We shall now turn to consider 
why commercial banks wanted to buy up  securitised 
mortgage debt in such large amounts. 


Mortgage backed securities and the banking system 

As we have previously mentioned, the basic operation of 
commercial banking is to take deposits from businesses and 
individuals and then lend this money out at interest to other 
businesses and individuals. But of course, people will only 
deposit money if they are confident that the bank will be able 
to fulfil its pledge to pay out the money as and when it is 
needed. Banks are therefore obliged to keep a proportion of 
this money in the form of cash to meet the day to day 
demands for cash withdrawals. 

Now for most of the time banks can count on fact 
that not all of their depositors will demand their money back 
at one and the same time. They can therefore use most of the 
money deposited with them to grant loans and overdrafts. 
Nevertheless, there is always the danger that a substantial 
number of their depositors might lose confidence in the 
banks ability to continue to meet demands to withdraw 
money. If sufficient numbers rush to withdraw their money 
the bank will not have the money to pay out. Indeed, any 
rumour, however irrational it might be, that the bank might 


'° “1 everaging up capital’ is a common way for multiplying profits 
on financial deals. But how does it work? Say for example an SIV 
has a starting capital of $10m. It might borrow $90m and buy up 
$100m worth of mortgages. Now say it agrees to pay 1% on its 
loan. On repaying its loan it will pay $90m plus $0.9m in interest, 
that is $90.9m. Now if it sells the resulting RMBS on for $101m, 
after paying off its loan it will be left with $11.1m. It will have 
made $1.1m profit on $10m capital, giving a rate of return of 11%. 
If, however, the RMBS is sold for say $102m then profit will be 
$2.1m giving a rate of return of 21%. So less than a 1% increase the 
price of the RMBS nearly doubles the rate of return. Leverage 
multiplies profits, but it also multiplies losses. If the RMBS can 
only be sold for $99 then the losses will $1m that is 10% of the 
capital originally advanced. 
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not be able to honour its commitments to depositors can soon 
become a self-fulfilling prophecy once it becomes widely 
believed. We then have a ‘run on the bank’ — as we saw with 
Northern Rock in September 2007. 

In order to ward off any hint that they might not be 
able to meet their commitments to depositors, banks will 
therefore not only be obliged to keep enough money to fill 
the tills and holes in the wall to meet the ordinary day to day 
demands for cash, but also as a reserve to cushion against 
any unexpectedly high demand from depositors to withdraw 
their money. 

In modern capitalist economies most economic 
transactions are not carried out using cash. Most involve 
money transfers between bank accounts, either directly or 
through cheques. If the transaction requires a payment 
between businesses or individuals that are account holders of 
one bank the money transfer will involve a_ simple 
accounting exercise by that bank. One account will be 
credited by the specified amount of money and the other 
debited by the same amount. If the transaction requires a 
payment between businesses or individuals that are account 
holders of different banks then the money transfer will 
involve the process of inter-bank clearing. 

At the end of each working day, the major banks 
will add up the amount of money their account holders 
wanted transferred to account holders with each of the other 
banks and the amount that account holders of the other banks 
want to transfer to them. The balance is then settled between 
them. However, the settlement is not usually made in cash. 
All the main banks will have an account with the central 
bank, which acts the bankers’ bank. Those banks that have 
money due will have their accounts credited, while those that 
owe money after the clearing process will have their 
accounts debited. 

Thus in addition to keeping ready money reserves in 
form of cash (i.e. notes and coins), banks also need to keep 
money reserves in the form of money on account with the 
central bank. The money on account held at the central bank 
must be sufficient to cover any fluctuation in the net transfers 
of money that may arise with other banks. 

When banks grant loans or overdrafts they do not do 
this by debiting the money in accounts of depositors. They in 
effect create their own ‘bank’ or ‘credit’ money by crediting 
the account of the borrower. This bank money is then in 
effect destroyed when the loan or overdraft is repaid. Banks 
can do this so long as they can convert this bank money into 
cash or central bank money on demand. Indeed, banks can 
create more money than they have received in deposits and 
from loan repayments because increased loans will lead to 
increased deposits elsewhere in the banking system. 

To the extent that the loans or overdrafts are spent 
and paid to other account holders of the same bank, the 
banks money simply returns to itself as an increase in 
deposits, and it does not need to convert it into cash or 
central bank money. Of course, the bank can not insist that 
the borrower exclusively deals with the bank’s own account 
holders. When the loan or overdraft is spent money may have 
to be transferred to other banks. The bank concerned will 
therefore face an increased demand for payment at the end of 
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the clearing process. Hence the extent to which it can 
increase loans beyond its current deposits will be strictly 
limited by the amount of money it holds at the central bank 
over and above what it needs as a reserve to cover day to day 
fluctuations in money transfers. 

However, if other banks are also creating their own 
bank money by expanding loans and overdrafts then some of 
their loans will end up as money transfers to the bank in 
question. This may offset all or part of the transfers of money 
caused by the banks extra loans or overdrafts. There will 
little or no balance to settle after clearing and no need draw 
down the amount held on account at the central bank. 

Indeed, each bank can in effect create money 
through granting loans and overdrafts so long as it more or 
less keeps step with all the other banks in the system. If it 
expands too fast then it will face a drain on the money it 
holds at the central bank and vice versa. However, we shall 
see when we examine the unfolding of the credit crunch the 
reverse is also true. If other banks are destroying money by 
reducing the amount it lends then any individual bank is 
obliged to follow suit or face a drain on the money it hold at 
the central bank. 

This process of the expansion of bank money plays 
a vital role in course of capital accumulation since it creates 
the money necessary for the expansion of the real economy. 
It provides the extra money required to realise the increase in 
commodities and hence value that must be produced if 
capital is to accumulate.” 

Yet this dynamic process of bank money expansion 
also requires more money in the form of money on account 
at the central bank to be held by each bank since it increases 
the fluctuations in the flows of money between banks. At any 
particular time some banks may be expanding their lending 
faster than other banks and will be experiencing a drain on 
the money they hold on account at the central bank. Later 
this will be corrected when these loans are repaid and the 
money held on account will increase. 

Banks will also need to hold a money reserve to 
cover loses on loans. In lending out money there is always a 
risk that money will not be paid back. The bank may 
therefore find itself short of money to meet its obligations. 


For these reasons banks need to hold money 
reserves, either as cash or as money on account with the 
central bank. However, the problem of holding such money 
reserves is they it earns no interest. It is for the bank ‘idle 
money’. One way of overcoming this is for banks to lend 
money to each other. Thus, for example, if at the end of the 
clearing process a bank is short of money it may borrow 
money from other banks ‘overnight’ rather than draw down 
the money it holds at the central bank. Through such inter- 


?° Contrary to the ‘currency cranks’ of the Social Credit movement, 
from CH Douglas to his modern-day accolytes (George Monbiot 
amongst them, via Michael Rowbotham), this process of money 
creation in the banking system is not the source of the excess of 
total prices over total wages. Seeking to explain surplus value in 
this way, via a truncated critique of capitalism focussing solely on 
the financial system is mired in anti-semitic overtones. CH Douglas 
himself referenced the infamous ‘Protocols of the Elders of Zion.’ 
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bank lending banks can reduce the amount of central bank 
money they need to cover the day to day fluctuations that 
arise out of the clearing process. Likewise, longer term 
fluctuations can be covered by longer term loans between 
banks. 

However, the main way of overcoming the problem 
of holding zero interest money reserves is to hold reserve 
assets. Instead of holding the entire reserves in the form of 
money, banks will hold a part of their reserves in the form of 
interest bearing assets that can be easily sold and converted 
into money. As such, the essential qualities of reserve assets 
are that they are safe and ‘liquid’ (i.e. easily converted into 
cash). The most suitable and traditional form of reserve asset 
is short term government securities such as treasury bills. 
These securities are safe in that the government is highly 
unlikely to default on them. They are also highly liquid since 
they are well established exchanges on which they can be 
sold more or less at a moments notice.” 

The return on short term government securities is 
usually low precisely because they are so safe and liquid. 
However, under the Basel agreement of 1988, which 
established international guide lines for of banking 
regulation, banks were allowed to hold a proportion of their 
reserves in other forms of reserve assets that were perhaps 
not quite as safe or liquid as government securities but which 
earned a higher rate of return. Mortgage backed securities 
seemed to provide a perfect form for such reserves. They 
earned a higher rate of return than short term government 
securities but were after all as ‘safe as houses’. Because they 
were not homogenous there was no open exchange where 
they were traded. Instead they had to be sold ‘over the 
counter’ in bilateral deals that could take time. They were 
therefore not as liquid as treasury bills. But with the high 
demand for them as a reserve asset they could be sold 
without too much difficulty. 

As a consequence, RMBS, issued by other banks, 
became highly popular as a reserve asset for commercial 
banks both in the USA and in Europe. This, as we shall we 
see, was to have devastating implications for the banking 
system in the course of the credit crunch. 


From Credit Crunch to the verge of Meltdown 

The Credit Crunch 

By the spring of 2007 concerns about the continued rise in 
sub-prime defaults had begun to surface in the inside pages 
of the financial press. Sub-prime default rates — the 
proportion of foreclosures out of the total number of sub- 
prime mortgages - were now beginning to reach 
unprecedented levels. Not only this, with rising numbers of 
sub-prime mortgages in arrears there was growing 
uncertainty on how many more defaults there might be in the 


*| The amount a bank holds in reserve in the form of cash, money 
on account with the central bank and in the varius forms of reserve 
assets is rather misleading known as the bank’s ‘capital’. The 
‘capitalisation’ of bank is the ratio of the amount it holds as 
‘capital’ to the amount it has lent out. It is an expression of how 
adequater its reserves are given the size of its operations. 
‘Recapitalisation’ means increasing a banks reserves. 
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pipeline. Yet what was more worrying for those reading 
these reports was that the losses resulting from these defaults 
were rising even faster. This was further highlighted by the 
fact that mortgage lenders that had been heavily involved in 
sup-prime lending were now going bust. 

Nevertheless, from a general financial perspective, 
these troubles could still seem minor. The vast majority of 
home buyers, even those with sub-prime mortgages, were 
still keeping up their repayments. Default losses might be 
rising but they were still relatively small in the larger scheme 
of things and should be easily absorbed by the financial 
system as a whole. If a few reckless mortgage lenders were 
going bust, then this was could be viewed as simply the 
working out of the discipline of the market. 
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US residential mortgages more than 1 month in arrear 
(As can been seen, subprime arrears in early 2007 
had just passed the previous peak) 


But, for those in the banks and other financial 
institutions responsible for investing in securitised mortgage 
debt the situation was more worrying. The problem was that 
most American-originated RMBS had been spiced up with a 
slice of sub-prime mortgages. It was true that most of these 
RMBS would continue pay out the expected returns on the 
traditional mortgages and the sub-prime mortgages that 
remained good. However, because RMBS were so complex 
and drew on mortgages originated across the US, no one 
could be really sure if the RMBS they bought might contain 
sub-prime mortgages sold on from neighbourhoods where 
there were high defaults and collapsing house prices. Hence 
there was growing uncertainty whether any RMBS purchased 
would be able to continue to pay out the expected returns in 
the future. As a result, investors were becoming increasing 
wary about buying RMBS. 

By early summer the troubles of sub-prime defaults 
were beginning to show up further downstream. The SIV’s 
of the major investment banks, who as we have seen had 
borrowed heavily to leverage up their profits from producing 
RMBS, were facing serious problems. They were finding it 
increasingly difficult to sell on the RMBS they had 
produced. They either had to hold on to them, in the hope the 
worries of investors in RMBS would pass, or else sell them 
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at a discount. Either way they were finding it increasingly 
difficult to repay the loans they had taken out to buy up the 
mortgages to produce the RMBS. Indeed, their ‘leverage’ 
was now multiplying their losses rather than their profits. 

On June 22", Bear Stearns, the smallest of the big 
five investment banks, was obliged to come to the rescue of 
two of its SIV’s — the Bear Stearns High-Grade Credit Fund 
and the Bear Stearns High Grade Enhanced Leveraged Fund 
— that had been heavily involved in producing and selling 
RMBS. Having put up $35 million as starting capital for the 
Bear Stearns High-Grade Credit Fund they now were having 
to pay $3.2 billion to bail it out; while they were having to 
take on expensive loans to save the Bear Stearns High Grade 
Enhanced Leveraged Fund. 

This raised two fears in the financial markets. 
Firstly, Bear Stearns’ bailout of two of its SIVs, and the 
possibility that other investment banks might be obliged to 
follow suit, could lead to a fire-sale of RMBS forcing down 
their price. This could only add to the reluctance of investors 
to buy up American-originated RMBS. Secondly, $3.2 
billion was a considerable sum for a company that had a 
stock market valuation of little more than $13 billion. 
Although it could be hoped to recoup much of losses 
eventually through the sale of the assets of its SIVs, there 
was a very real danger that Bear Stearns could go bankrupt. 
As an investment bank at the very centre of the global 
financial system, if Bears Stearns did go bankrupt then banks 
across the world could face heavy losses. 

These fears were to be brought to ahead a few 
weeks later. BNP Paribas, one of Frances largest Banks, had 
been investing heavily involved in buying up American 
originated RMBS and selling them on to other banks in 
Europe. On August 9"" BNP Paribas announced that it could 
no longer value its holdings of such RMBS because it could 
no longer sell them. This sent shock waves through the 
financial world. If the market for American-originated 
mortgage debt had seized up, then a large proportion of the 
reserve assets of both American and European banks had 
become in effect frozen. There was now a real possibility 
that any bank, however large, might find itself seriously short 
of money and, unable to sell or borrow against its American 
originated RMBS, would not be able to meet its debt 
obligations when they fell due. With all banks enmeshed in 
an opaque and ever shifting web of dealings with other banks 
and financial institutions, it was almost impossible to know 
which banks might be at most risk of failure. 

Panic ensued. There was a flight to hard money. 
Banks hoarded what money they had in cash or at the central 
bank and refused to lend to other banks, even over night, for 
fear they would not get it back. As a result the short term 
money markets, through which banks lend to each other, 
ceased to function. Within hours of BNP Paribas’ 
announcement, the world’s banking system had frozen up 
and global financial system seemed on the verge of 
imploding. 

However, the monetary authorities acted promptly 
and decisively to contain the situation. Seeing the problem as 
primarily one of liquidity and confidence in the banking 
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system, rather than as one of profitability, their response took 
three distinct forms. 

First of all, the central banks extended their role as 
lender of last resort. In normal times only the most important 
banks at the top of the banking pyramid are permitted to 
borrow in emergencies form the central banks and the 
collateral that such banks can offer to secure such loans is 
usually restricted. However, the central banks were quick to 
extend the range of banks and other financial institutions 
they would be prepared to make emergency short term loans 
too and the collateral they were prepared to accept in making 
such loans. Indeed, they made it clear they were prepared to 
accept certain classes of RMBS. As a result, the Federal 
Reserve, the Bank of England and the European Central 
Bank began pumping tens of billions of dollars, pounds and 
euros into their banking systems, thereby making up the 
much of the short fall in credit caused by the ceasing up of 
the short term money markets. 

Secondly, the monetary authorities made it clear 
that, despite all the previous talk of the dangers of ‘moral 
hazard’, they would be prepared to bail out any bank or 
financial institution, not just commercial banks, if it was 
deemed they were too important to the financial system as 
whole to fail. 

Thirdly, they began the process of lowering interest 
rates. This had the effect of making it easier to for financial 
institutions to service their debt. It also helped to put a floor 
under the price of reserve assets, and thus value of reserves 
held by the banks other than RMBS. 

These measures on the part of the monetary 
authorities, combined with subsequent announcements by 
governments that they would guarantee small and medium 
depositors against the failure of commercial banks, certainly 
served to contain the credit crunch to the banking system and 
the short term money markets, at least for the time being. 
The long term capital markets continued to function and, 
after a sharp fall following the panic of early August, stock 
market across the world resumed their upwards path, only 
peaking at the end of the year. At the same time the danger 
that lending to businesses and individuals in the real 
economy would be drastically curtailed as banks sought to 
hoard money or went bankrupt was for the most part averted. 


Holding the line 

Perhaps rather ironically, the very complexity of RMBS that 
had contributed to bringing about the credit crunch also 
helped to buy the time necessary for the authorities to 
contain it. As we have pointed out previously, because of 
their very complexity and heterogeneity RMBS were ‘over 
the counter’ in bilateral trades between financial institutions 
rather than being brought and sold on open exchanges like 
bonds or shares. If they had been traded on open exchanges 
then they would have been valued day to day at the prices 
quoted on the exchange. Thus when the banks published 
their accounts the RMBS would have been ‘marked to 
market’; that is they would have been valued at the price 
ruling on the exchanges the day the accounts were drawn up. 
The collapse in demand for RMBS would have resulted in a 
collapse in their market price. As a result, in publishing their 
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quarterly accounts in September, many banks would have 
been obliged to declare that the value of their reserves assets 
was below that required by financial regulations. Either the 
monetary authorities would have had to suspend the 
regulations or the banks affected would have to take drastic 
action to replenish their reserves. Either way the uncertainty 
created by such an unprecedented situation would have likely 
been a serious financial panic that could not so easily be 
contained. 

However, in drawing up their accounts RMBS were 
not ‘marked to market’. For the banks that owned them they 
were still performing assets. Most American mortgage 
holders were still keeping up their repayments and this 
money was still flowing into the accounts of those who held 
RMBS. Assets are worth what they earn. Of course, some of 
the RMBS that banks held were not earning as much as had 
been expected when they had been bought because of the 
sub-prime default losses. The banks had to therefore to write 
down their value accordingly when drawing up their 
accounts. But this reduction in the value of the RMBS they 
held as reserve assets was far less than what they would be if 
they had to sell them in the current circumstances. The 
banks, in all honesty, could therefore declare that they had 
sufficient reserves or ‘capital’ to meet their regulatory 
requirements. 

Of course, banks were still highly vulnerable to 
unexpected losses or a speculative attack since RMBS could 
not be sold at their declared ‘book value’. Being illiquid they 
were not really reserve assets any more. Yet, so long as the 
monetary authorities continued to pour short term money 
into the system to maintain liquidity, and stood prepared to 
come to rescue of important banks that might find 
themselves in trouble, the crisis could be contained 
sufficiently long for it to be diffused. 

The banks could hope that in time the sub-prime 
crisis would pass and the American housing market would 
stabilise. Confidence in RMBS securities would then 
eventually be restored and the banks might then be able to 
sell them at prices not much different from their current book 
values. 

However, the monetary authorities were anxious 
that they might not be able to hold the line for that long. 
There was still no end in sight for falling house prices in the 
USA, and indeed falling house prices had now spread across 
the Atlantic to the UK and Europe. If one bank fell then this 
could easily have a knock on effect on other banks. The 
authorities might end up having to bail out the entire banking 
system at a huge cost. They put pressure on the banks to ‘re- 
capitalise’ - after all banks were still profitable. Instead of 
distributing a large part of their profits in form of bonuses to 
their wiz kid traders and executives and dividends to their 
shareholders, banks could, over time, buy up other forms of 
reserve assets to replace those that had become ‘toxic’. 
Alternatively, when conditions in the stock market were 
propitious, they could issue more shares and ‘recapitalise’ in 
that way. 

Yet although it was certainly in the interest of the 
banking system as a whole for banks to recapitalise and 
repair their balance sheets, each individual bank had an 
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interest in dragging its feet. If dividends were reduced in 
order to ‘recapitalise’ a bank, then the return on the banks 
shares would fall. Likewise, if recapitalisation was achieved 
by issuing more shares then the amount of profit paid out in 
dividends would then have to be spread over a greater 
number of shares and the return on each share would fall. 
Either way the price of the banks shares would most likely 
fall. 

Of course, for the executives and star traders, whose 
bonuses are often paid at least in part in the form of shares or 
share options, a fall in the bank’s share price was not very 
welcome. For the bank as an institution a fall in it’s share 
price was not welcome either. First of all, in the immediate 
term when markets were nervous, a falling share prices 
might trigger a panic and a speculative attack on the bank. 
Secondly, in the longer term, a low share price would make 
the bank vulnerable to any hostile take over bid launched by 
rival banks, which was highly likely to occur in the 
inevitable restructuring of the banking sector following the 
crisis. 

As we shall see, this conflict between the interests 
of the banking system as a whole, as represented by the 
monetary and government authorities, and the immediate 
interests of individual banks was to culminate in the 
brinkmanship over the bailing out of Lehman brothers a year 
later. 


The credit crunch and the real economy 
As we have already seen, in early 2007 the rate of growth of 
the US economy was already beginning to slow down. 
However, few economic forecasters had at the time expected 
that the US economy would contract. The main issue 
between economists had been whether the economy could 
still grow fast enough to maintain existing levels of 
employment. 
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The credit crunch raised the danger that stricken 
banks, desperate to conserve money, might be forced to cut 
back drastically on their lending to businesses and 
individuals in the real economy. Companies would then be 
forced to cut back on investment and individuals would 
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reduce their consumption. This could lead to a sharp 
reduction in demand. Unable to sell what they had produced 
companies would go bankrupt and unemployment would 
rise. Defaults on loans would rise sharply forcing the banks 
to cut back further on their lending. The credit crunch could 
thereby trigger a vicious downward spiral causing a serious 
depression in the real economy. 

Yet, as we have pointed out, the prompt action by 
the monetary authorities had largely succeeded in containing 
the immediate impact of the credit crunch to banking sector. 
By providing ample short term credit, central banks had 
ensured that commercial banks could maintain the supply of 
longer term loans to real economy. But although the 
monetary authorities were able to avert the danger of the 
implosion of the short term money markets triggering a 
potentially catastrophic collapse in the real economy, they 
could not eliminate impact of the credit crunch altogether. 

As the secondary mortgage market ceased up so did 
the supply of mortgage finance. Freddie Mac and Fannie 
Mae, under government pressure, were able to take up much 
of the slack in the supply in mortgage finance. This certainly 
averted a full scale collapse of the housing market, but it 
could not prevent a steady decline in the level of house prices 
across the USA. Falling house prices led to a sharp decline in 
house building, throwing thousands of building workers out 
of work. As house sales stagnated, the demand for furniture, 
household appliances and other commodities closely 
dependent on a buoyant housing market were also hit. More 
generally, falling house prices, and tighter mortgage lending, 
limited the ability of home owners to take out second 
mortgages to finance consumption. As a result, the credit 
crunch could not but intensify the economic slow down that 
was already underway. 

Nevertheless, on the whole US capitalism. still 
seemed strong. Most of the large corporations had seen rising 
profits over the past decade and had built up large financial 
reserves. They were in a strong position to ride out the 
impact of the credit crunch. Of course, many small to 
medium sized businesses were far more dependent on bank 
overdrafts and loans. Many had become heavily indebted on 
the expectation of continued economic expansion and easy 
credit. A substantial number of such companies could be 
expected to go bust, particularly those dependent on a 
buoyant housing market. However, towards the end of 2008, 
with the stock market still booming, it seemed that at worst, 
like the dot.com bust before it, the credit crunch would result 
in merely a short and mild recession in the real economy. 
Indeed, it still seemed possible that a recession might be 
avoided altogether. 

This rather sanguine view overlooked important 
secondary effects of both the credit crunch and the policies 
that had been taken to contain it. Following the credit crunch, 
loanable funds that perhaps would have previously been 
invested in the short term money markets or used to buy up 
the multitudinous forms of financial ‘products’ produced by 
the banks now looked for more straight forward forms of 
speculation. The first port of call had been the stock market. 
The sharp cut in interest rates following the credit crunch and 
made the return on shares attractive, even though profits, and 
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hence dividends paid out on shares, could be expected to fall 
with the slow down in the economy. Indeed, much of the 
surge in the price in shares in the months following the credit 
crunch can be explained as a speculative bubble triggered by 
the expectation of continued interest rate cuts, rather than 
from investors expectations of a longer term continuation of 
rising company profits. 

By the end of 2007 this speculative bubble had run 
its course. Taking their profits, speculators sold their shares 
and began to turn to the ‘commodity’ markets. After years of 
strong economic growth, in most ‘commodity’ markets 
supply was having difficulties in keeping up with the growth 
in demand. At the same time a conjunction of bad harvests 
across the world had reduced the supply of staple foods such 
as wheat and rice. As speculators piled in even a relative 
small increase in demand caused by speculation was 
sufficient to see prices soar. As a result over the first six 
months of 2008 the prices of fuel, raw materials and basic 
foodstuffs rocketed. Mosrt significantly the price of oil 
nearly doubled in price between January and July. 

Soaring prices in the commodity markets had a 
serious impact not only on the US economy but on 
economies across the world. As consumers had to spend 
more of their incomes on basic necessities, such as food and 
fuel, they had significantly less to spend on everything else. 
Thus demand for services and manufactures fell. At the same 
time as many companies faced falling demand for what they 
produced or sold, they also faced higher costs as the price of 
fuel and raw materials rose sharply. Profits and cash flows 
were squeezed accentuating the economic downturn as 
companies retrenched on investment and laid off workers to 
save money. 

By the summer of 2008 it was clear that the US 
economy was already in recession and Europe was rapidly 
following it. Earlier in the year there had been much talk of 
China and rest of south and east Asia ‘decoupling’ from the 
American centred global economy. It had been argued that 
China, and with it much of Asia, had reached a point where 
they were no longer dependent on the US for economic 
growth. As a result they would be able to ride out any 
recession caused by a contraction in the American 
economy.” With 30% of the Chinese economy dependent on 
exports, much of which was destined for the US, such talk 
had always seemed dubious. Now it was becoming clear that 
with the rate of growth in exports rapidly falling not only to 
the US but also to Europe, China’s economic growth rate 
would be substantially less in 2008 than the 13% recorded in 
2007. With China slowing down so would most of the 
economies of south and east Asia that supplied it with raw 
materials and component parts. The recession in the US was 
leading to a world wide economic slowdown. 

Nevertheless, most economists expected that this 
global economic slowdown would be short lived - after all, 
this surge in commodity prices was largely driven by 
speculation. As the global economy slowed down, demand 


*? Such talk seems largely to have been the result of hype put out by 
investment banks in order to promote sales of investments in ‘newly 
emerging markets’. 
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for fuel and raw materials would also slow down, allowing 
supply to catch up. The speculative bubble would then be 
punctured. In fact, this prognosis was soon proved correct as 
commodity prices peaked and then began to fall sharply as 
the summer wore on. 

Indeed, for central bankers in the US, and perhaps 
in even more so in Europe, who had been schooled in the 
‘lessons’ of the 1970s, the main concern at this time was not 
of continued economic recession but of stagflation. The 
sharp rise in food and fuel prices in the first half of the year 
had pushed up the rate of inflation. The rather misplaced fear 
was that workers would be able to demand higher wages to 
meet their higher fuel and food bills and this would spark a 
wage-price spiral. Economic recovery might be inhibited and 
a situation could arise of accelerating price inflation and 
sluggish economic growth. Fearing such a prospect of 
stagflation, central bankers were reluctant to continue to cut 
interest rates. 

So, a year on, it seemed that the calamitous 
predictions made by some when the credit crunch had broke 
had been proved wrong. Although it had intensified the 
economic downturn, the worst impact of credit crunch had 
too a large extent been contained to the banking sector. As 
the IMF put it, as a result of the credit crunch the ‘global 
economy had bent but not buckled’.*? But there were still 
serious unresolved problems in the financial sector that the 
slow down in the real economy could only exacerbate. 


Approaching meltdown 

By the summer of 2008 there was growing impatience on the 
part of both the monetary authorities and governments with 
the banks reluctance to mend their ways and ‘recapitalise’. 
As the American and European economies entered recession 
there was an increasing urgency for the banks to pull their 
weight in resolving their problems. The problem of bad 
mortgage debt facing the banking system was now being 
compounded by growing defaults on personal and business 
loans. Although many banks had made efforts to replenish 
their reserves through share issues it was feared that this 
would not be enough to ensure that the banking system could 
withstand the recession. What is more, many banks - 
particularly investment banks - were still involved in high- 
risk ventures that could easily come a cropper in the current 
economic conditions. 

The issue of the ‘moral hazard’ in offering 
government guarantees for shareholders, creditors and 
depositors of banks deemed too large to fail now came to 
fore. In promptly making it clear that the government would 
stand behind the big banks and financial institutions had been 
vital in dissipating much of the panic surrounding the credit 
crunch. Indeed, by the mere act of decisively making their 
commitment to such guarantees clear at an early stage, the 
authorities had been able to reassure the markets and saved 
many banks and institutions that might otherwise have failed. 

The problem of course was that if banks could count 
on the government coming to the rescue and limit their losses 
there was less reason for them to act responsibly. The 


°3 IMF Report 2009, p.2. 
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temptation to take risks in order to make profits would not be 
counterbalanced by the fear of making losses. Reducing the 
fear of bankruptcy undermined the effectiveness of the 
discipline of the market. Furthermore, by only applying such 
guarantee to big banks, the authorities could be seen as 
distorting the banking sector. First of all it placed smaller 
banks at a decided disadvantage. Secondly, in doing so, 
government guarantees tended to create a banking sector 
dominated by banks that were too big to fail, creating, or at 
least exacerbating, the very problem they were designed to 
cure. 
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On the basis of such arguments, market fundamentalists and 
populist right wing republicans argued that it had been wrong 
for the government to provide guarantees against bank 
failure. The market should be allowed to take its course 
regardless of the consequences. Why after all should the 
banks profits remain private while their losses were 
socialised. Wasn’t this socialism for the rich? 

The pragmatists at Federal Reserve and the US 
Treasury sought to resolve the dilemma in two ways. Firstly, 
they sought to act promptly so that they would not have to 
actually use public money to bail out banks very often. 
Secondly, they sought to maintain a degree of uncertainty as 
to which banks or financial institutions might be deemed to 
big or important to fail. 

In the months following the credit crunch the 
authorities allowed numerous small banks, mortgage lenders 
and other financial institutions to fail around the country. 
However, in March 2008 Bear Stearns came under a 
sustained speculative attack as rumours emerged that it was 
having severe cash flow problems. The Federal Reserve 
came to the rescue by providing $30 billion in cheap loans to 
facilitate the take over of Bear Stearns by Morgan Stanley. 

For market fundamentalists and populist right wing 
republicans this had set a dangerous precedent. Up until then 
the authorities had been uncertain if the government 
guarantees extended beyond large commercial banks, or 
other financial institutions, that were directly involved in 
lending and taking deposits from the real economy. Now it 
was clear that the guarantees extended to investment banks. 
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Six months later, as the world’s fourth and third 
largest investment banks found themselves in serious trouble 
as a result of the growing defaults due to the economic 
recession, the market fundamentalists and populist right wing 
republicans could now claim that the consequences of 
rescuing Bear Stearns were now being reaped. With 
Presidential and Congressional elections in full swing, the 
argument for taking a hard line with banks, and particularly 
with the investment banks, was becoming increasingly 
influential within the Bush administration. 

As we have mentioned, Freddie Mac and Fannie 
Mae had been obliged to take up the burden of maintaining 
the supply of mortgage finance following the ceasing up of 
the secondary mortgage market. However, unable to sell on 
their mortgage debt they had to take out loans at higher 
interest rates. Higher interest costs combined with rising 
losses due to mortgage defaults meant that by July 2008 they 
were in serious financial difficulties. The US government 
was obliged reassure potential creditors and shareholders by 
reaffirming that it would not allow either Freddie Mac or 
Fannie Mae to go bust. Such reassurances proved insufficient 
and in early September they were in effect nationalised. 

As we have seen, Freddie Mac and Fannie Mae had 
long been criticised by both market fundamentalists and right 
wing republicans for distorting the mortgage market. But no 
sensible politician was going to risk putting in jeopardy 
millions of potential American homebuyers. Thus the 
nationalisation or conservatorship as it was to be 
euphemistically known, did not meet too much political 
opposition. However, with the costs potentially running into 
tens billions of dollars, the nationalisation of Freddie Mac 
and Fannie Mae certainly strengthened the argument of 
taking a harder line when the issue of bailing out Lehman 
Brothers and Meryl Lynch came to the fore a week or so 
later. 

Under political pressure to take this hard line with 
the banks, Hank Paulson, the US Treasury Secretary, took 
the fateful decision to refuse to provide public funds to bail 
out Lehman Brothers.” The failure of the world’s fourth 
largest investment bank, by far the biggest bankruptcy in 
history, sent shock waves across the global financial system. 
As stock markets crashed, within days more than a $1 trillion 
had been wiped off the value of shares across the world. 

But more importantly most of the world’s banks and 
financial institutions had dealings with Lehman Brothers and 
were exposed to the possibility suffering heavy loses due to 
the investment bank’s bankruptcy. With reserves already low 
there was little to prevent an avalanche of banks across the 


* Tf Paulson had decided to bail out Lehamn Brothers would this 
have averted the the near meltdown of system or merely postponed 
it. Certainly, as we have seen, the economic recession had resulted 
in increasing debt defaults and hence losses for the banks and the 
banking system was as a result highly fragile. It was likely that 
having bailed out Lehman Brothers, it would have been long before 
Paulson would have had to come to the recue of another bank. 
Certainly this was what Paulson feared. On the other hand if he 
could have held the line for a few months longer then the recovery 
in the real economy may have been suffient to have eased the 
situation of the banks. 


_world going bankrupt. With no one knowing for certain 


which banks or financial institutions might be at risk, fear 
spread like wildfire. The entire global financial system was 
now teetering on the verge of meltdown. 

The day after the failure of Lehman Brothers, the 
Federal Reserve was obliged to undertake an $85 billion bail 
out of the AIG — the largest US insurance company. 
Although this showed the authorities were now prepared to 
act to shore up the financial system, it did little to reduce the 
alarm in the financial markets. It was now fast becoming 
clear that the policy of ad hoc bail outs of individual 
institutions was no longer sufficient. There had to be a 
systematic bail out. 

After a nail-biting second attempt Hank Paulson 
managed push through a sceptical Congress legislation 
setting up his Troubled Asset Relief Programme (TARP). 
Under this scheme the authorities were to hold what was in 
effect a Dutch auction for specified trouble assets — mainly 
RMBS — from the banks. The banks could then use the 
money from the sale of these assets to recapitalise. The 
problem was that no one could be sure what the true value of 
these assets would be once the secondary mortgage 
eventually stabilised. Either the government would end up 
paying too much for them, in which case the banks would 
receive a huge handout from the government, or else the 
government would pay too little to provide the banks with 
enough money resolve their problem of deficient reserves. 
Yet the fact the fact that the government was prepared to put 
up an unprecedented $750 billion certainly showed it meant 
business, and in doing so brought precious time for resolving 
the crisis. 

It was clear that financial crisis could only be 
resolved if the banks were recapitalised. Simply ploughing 
back bank profits was no longer an option because it would 
take far too long. The stock markets were now certainly not 
propitious for making a share issue to raise bank ‘capital’. 
With the problems involved in recapitalising the banks 
indirectly by buying up their toxic assets, the only solution 
was for governments and central bankers to swallow their 
neo-liberal ideology and buy up bank shares themselves — 
even if this might mean some banks might be effectively 
nationalised. In Britain the government set up scheme where 
it offered to buy bank shares, thereby recapitalising the 
banks. This was to lead to the nationalisation of Royal Bank 
of Scotland and Lloyds-TSB. In addition, the Bank of 
England offered to guarantee £200 billion worth of the loans 
made to British banks against default. Similar schemes were 
soon adopted in the US and elsewhere in the world. By late 
October it was becoming clear that the financial system, 
although still fragile, was stabilising. Attention now began to 
turn to the impact of the financial crisis on the real economy. 

Despite pumping large amounts of short term 
money into the banking system and slashing official interest 
rates to near zero the monetary authorities could no longer 
contain the financial crisis. Unable to extend overdrafts or 
take out bank loans swathes of otherwise profitable small or 
medium sized businesses went bust. Although, as we have 
pointed out, the corporate sector as a whole was still highly 
profitable and in a sound financial position, there was (as the 
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Jeremiah of bourgeois economists Nouriel Roubini had 
pointed out months earlier when warning of the danger that 
the financial crisis might trigger an economic meltdown) a 
‘fat tail’ of large corporations whose financial position was 
weak.” For this significant minority of large corporations, 
particularly those whose sales depended on easy consumer 
credit, the developing financial crisis had a serious impact. 
With the banks reluctant to roll over loans, and unable to 
raise capital in the financial markets because they were in 
free fall, many found themselves in serious trouble. In 
Britain we saw long established high street names go under 
such as Woolworths, MFI and Zavvi (formerly Virgin 
Megastores]. In the US the three car giants, General Motors, 
Ford and Chrysler had to seek emergency government aid as 
they teetered on the verge bankruptcy as car sales 
plummeted. 

The economic impact of the financial crisis spread 
quickly across the globe. Just-in-time methods of stock 
control meant that declining consumer demand in the USA 
and Europe was quickly transmitted to reduced orders for 
imports. Furthermore, with the US and _ European 
governments pressing the banks to shore up loans to their 
domestic economies money-capital was diverted from 
financing international trade and investment. As a result the 
volume of international trade fell back sharply, leaving the 
docks full of empty cargo ships. 

As 2008 drew to a close there were very real fears 
that the greatest financial crisis since the 1929 Wall Street 
crash would lead to another great depression on the scale of 
the 1930s. With Keynes now rehabilitated, governments 
across the world accepted that the only way to avert a great 
depression was to adopt Keynesian style fiscal policies and 
spend their way out of the crisis. Government budgets would 
have to take to strain in order to break the downward spiral 
of collapsing demand and collapsing production. 

In addition to borrowing to cover the gap between 
falling tax revenues and rising government spending on 
welfare, through the G8 and G20 there was a loosely co- 
ordinated boost in discretionary fiscal stimuli. The newly 
elected President Obama announced a package of tax cuts 
and spending increases amounting to $787 billion spread 
over three years (equivalent to more than 5% of the annual 
GDP of the US economy). Other governments of other major 
economies, including China and India, followed suit, 
although with relatively small packages. 

Although there were concerns expressed in the early 
months of 2009, even by the IMF, that they might not be 
enough, it is now clear that these fiscal stimuli were 
sufficient to avert a great depression. Yet with output falling 
by more than 5% and unemployment more than doubling 
over the last year in the UK it is clear we are experiencing an 
economic recession on a comparable scale with those of the 
1970s and 1980s. 


°° «The Rising Risk of a Systemic Financial Meltdown’ by Nouriel 
Roubini, available at media.rgemonitor.com/papers/0/12_steps_NR. 


The aftermath 
In the autumn of 2009, the masters of the universe, the 
plutocrats, their ministers and their minions can now feel 
cautiously optimistic. Not only have they avoided a deep 
economic depression, but already the signs are gathering that 
the global economy is on the mend. Of course, capital 
accumulation has stalled, and the incipient economic 
recovery is mainly dependent on fiscal and monetary 
stimulus. There is still a danger that, in the face of ballooning 
deficits and mounting debt, governments may lose their 
nerve and start cutting public spending too soon. Also the 
banking system is still very fragile, with the IMF warning 
that the banks have still along way to go before they are able 
to pay write down their toxic debts and replenish their 
reserves.”° Certainly the global economy is not out of the 
woods yet, and dangers lurk of a ‘double dipped recession’. 
Nevertheless they can congratulate themselves for 
having navigated what has been described as one of the most 
serious financial crises in history. The governance of global 
financial system proved just about adequate in averting a 
catastrophic financial and economic meltdown. Although the 
recession certainly dented profits, the position of non- 
financial corporate sector still remains generally sound. 
Indeed, the ‘fat tail’ of financially weak corporations failed 
to drag everyone else down with them when they went bust. 
Furthermore, to the extent that the working class has 
so far been unable identify itself as a class for itself; in so far 
as it has been unable to affirm its own interests in and against 
capital, they can be confident that can they resolve the crisis 
in their favour. Indeed, already the crisis is being used as an 
opportunity to press head with privatisation, drastic 
reductions in public spending, cuts in wages and the further 
imposition of wage labour. The recovery may be coming to 
end from their point of view, but we will be expected to bear 
the costs of bailing out capitalism for years to come. 
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26 See IMF Global Financial Stability Report September 2009. 
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Conclusion 

What then were the immediate causes of the credit crunch 
and the subsequent economic crisis? In short it can be said 
that deregulation of the financial system, coupled with 
Greenspan’s policy of exceptionally low interest rates, 
caused a reckless over-expansion of the financial sector. This 
made the financial system increasingly fragile and complex. 
As a result, even the relatively small shock of the losses 
caused by the sub-prime mortgage crash was sufficient to 
cause a serious crisis that struck at the heart of the global 
financial system. Prompt action by the monetary authorities 
had at first succeeded in containing the credit crunch to the 
banking sector and the short term money markets and 
thereby limited its full impact on both wider the financial 
system and the real economy. However, it did not resolve the 
crisis. With Hank Paulson’s refusal to bail out Lehman 
Brothers the dam burst causing a serious economic crisis. 

This account is perhaps true in so far as it goes. Of 
course there can be different emphasis on the various causes 
that gave rise to the crisis that allows a different attribution 
of blame and different proposals to be made to make sure it 
does not happen again. Was Greenspan to blame for keeping 
interest rates too low in the first place? Was Paulson to 
blame to caving into the market fundamentalists and 
allowing Lehman Brothers to go bust? Are the bankers to 
blame for being too greedy or was it the fault of feckless 
poor for buying houses they could not afford? Or was it the 
excessive deregulation of the financial system? Should there 
be less discretionary interest policy? Should the financial 
system be regulated and so forth? But for these questions, 
this standard account provides the basis for most bourgeois 
understandings of the crisis. 

But for us such questions are secondary. What is 
important is to understand the historical significance and 
nature of the crisis. As such we need to go beyond immediate 
causes. Indeed these causes will be uncovered as themselves 
effects of longer term developments in economic and social 
relations of capitalism. It will be these issues that we shall 
take up in Part II. 
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The red shoots of resistance? 


Recession struggles in the UK 





Introduction 


The economic crisis has led to not so much a wave, but 
certainly a resurgence of workers’ struggles in the UK. 
Wildcat strikes have rippled across the country, factories 
have been occupied by laid-off workers, and schools by 
parents protesting against their closure, while official and 
unofficial postal strikes have taken place all over the country 
as the dubious ‘victory’ of the 2007 national strike settlement 
begins to take effect. In Brighton, the council are going after 
one of the most militant sections of the working class in the 
Cityclean refuse workers and street cleaners — who have a 
history of wildcat strikes and occupations.’ The council’s 
threat to impose pay cuts of up to £8,000 per person (from a 
maximum salary of under £20k) has already provoked 
demonstrations by Cityclean workers with further action 
promised if the council presses ahead.” Are these the red 
shoots of a revival of working class militancy? Or the last 
gasps of a class still weakened by capital’s assaults of the 
1980s? 

This short article will look at the Lindsey Oil Refinery 
Strikes, the Ford-Visteon and Vestas occupations and the 
parents’ occupations of schools in Glasgow and Lewisham 
Bridge. These struggles are chosen as they raise interesting 
questions which will no doubt remain pertinent as the 
mooted economic recovery provides the cue for the raft of 
further cuts that are planned. In describing these disputes, old 
themes are to be found: nationalism versus internationalism, 
trade union versus extra-union action, mass meetings versus 
back-room deals and the role of leftists and revolutionaries. 
However, there are also relatively new dynamics, such as the 
intersection of environmental struggles with class struggles. 
How do these play out against the backdrop of the economic 
crisis? 


' For example see: http://libcom.org/history/2001-brighton-bin- 


mens-strike-and-occupation 
* http://www.brightonactivist.net/node/1979 
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The Lindsey Oil Refinery wildcats 


In January 2009, 600 workers demonstrated at the Lindsey 
Oil Refinery (LOR) in Lincolnshire. The BBC described it as 
“an escalating protest over the use of foreign labour.” 
Workers were pictured with placards repeating Gordon 
Brown’s “British jobs for British workers” slogan, itself 
stolen from the National Front. Some of these placards were 
clearly not official union ones, but home made. Together 
with prominent media coverage of the odd Union Jacks in 
the crowd and the far-right British National Party swinging 
into full opportunist mode, it seemed like the first outbreak 
of open class struggle of the crisis was a return to the 
nationalist strikes of the 1970s.* 

The trigger for the dispute was the decision by the 
refinery operator Total to subcontract to an Italian firm 
IREM, which brought in its own Italian workforce. This was 
the source of the ‘against foreign labour’ line favoured by the 
media. Total was apparently making use of the EU posted 
worker directive that makes it legal to pay subcontracted EU 
workers the minimum wage of their state of origin, not their 
place of employment, and therefore allegedly not allowing 
local workers to apply for the jobs. The construction 
contracting industry remains one of the most heavily 
unionised in the UK, and a national agreement on pay and 
conditions — NAECI — was in place. 

Total took advantage of the existing outsourced, 
subcontracting arrangements together with the EU directive 


* hnttp://news.bbe.co.uk/1/hi/england/humber/7857996.stm 

* Although the reasons for the LOR dispute — the use of the Posted 
Workers Directive to circumvent the national pay agreement — are 
not in themselves related to the crisis, the particular spark is. In 
more prosperous times when work is plentiful, notwithstanding the 
insecurity the sub-contracting system could bring in good money 
for workers, who often travelled abroad to Europe and the Middle 
East to work (a point made by some of the more internationalist 
LOR workers). It was only against the backdrop of the scarcity of 
contracts and rising unemployment brought on by the onset of 
recession that the presence of (presumably lower paid) foreign 
workers became a flashpoint. 
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to bring in Italian workers, who were assumed by the 
existing LOR contractors to be on inferior conditions, 
undercutting NAECI. This proved difficult to confirm, as 


Total was silent on grounds of ‘commercial confidentiality’, 


and was sure to house the Italian contractors in an off-shore 
barge, bussing them to and from site to prevent any contact 
with the local workers even before the picket lines began. 

Solidarity walkouts rippled across the country at 13 
refineries and power stations from Longannet in Fife to 
Milford Haven in South Wales to Langage Power Station 
near Plymouth, involving in total upwards of 4,000 workers.” 
Reports that Polish workers had joined them at Langage.° 
and the emergence of banners amongst pickets written in 
Italian and others bearing the slogan ‘workers of the world, 
unite!” began to shed doubt on the official narrative of a 
simple racist strike for national protectionism. The actual 
demands of the LOR strike committee, overwhelmingly 
endorsed by a mass meeting were in many ways typical trade 
unionist ones. They were as follows:’ 

No victimisation of workers taking solidarity action; All 
workers in UK to be covered by NAECI Agreement; Union 
controlled registering of unemployed and locally skilled 
union members, with nominating rights as work becomes 
available; Government and employer investment in proper 
training/apprenticeships for new generation of construction 
workers - fight for a future for young people; All immigrant 
labour to be unionised; Trade union assistance for immigrant 
workers - including interpreters - and access to trade union 
advice - to promote active integrated trade union members; 
Build links with construction trade unions on the continent: 

The result was that 102 new jobs were created on top of 
the existing ones, with no foreign workers losing their jobs, 
on which a member of the strike committee commented that, 
“I'm glad the lads are back at work, earning money again, 
and the Italian lads are still here.” According to the Socialist 
Party the strike was "a stunning victory" in which all the 
workers' demands were met. They also reported that "the 647 
dismissals have been withdrawn, the 51 redundancies 
rescinded and all employees have been guaranteed a 
minimum of four week's work i.e. as much work as is 
probably available."® The last point does put this ‘stunning 
victory’ into perspective, but the LOR dispute did 
demonstrate that workers can take unofficial action and break 
the laws on secondary picketing with impunity, and win. 


The Ford-Visteon occupations 


Visteon was a company created in June 2000 when the Ford 
Motor Company outsourced some of its sub-assembly work. 
However, Ford retained a 60% controlling stake. Existing 
workers were promised ‘mirrored conditions’, i.e. the 
honouring of their existing Ford terms and conditions. New 
staff were employed under inferior contracts. On the 31" 
March 2009, Visteon entered receivership. They announced 


> SkyNews set up a GoogleMap here: http://bit.ly/12120m. 

° http://www.thisisplymouth.co.uk/news/600-workers-strike- 
Langage-Power-Station/article-666037-detail/article.html 

d http://libcom.org/files/Tea%20 Break %20-%200n%200il.pdf 
* http://news.bbe.co.uk/1/hi/uk/787 1657.stm 

f http://libcom.org/news/total-unions-reach-deal-oil-refinery- 
wildcats-26062009 


the closure of their three UK factories and the lay-offs of 610 
workers. 

Workers were made to work up to the end of their 
shifts, then given only a few minutes notice of the lay-offs — 
with no compensation or even wages due, breaching the 
‘mirrored conditions’ since they were not treated like Ford 
employees. In Belfast, this triggered a spontaneous 
occupation of the factory. The following day on hearing the 
news, the plants in Enfield (north London) and Basildon 
(Essex) were also occupied by their respective workers. 
Although the workers were all members of the Unite union, 
the union provided little-to-no support apart from token visits 
by union bosses. The occupations weren’t even mentioned on 
Unite’s website. 





There had been little militant history at Visteon, although 
disputes in the late 70s were in living memory of some of the 
older workers. The Basildon plant contained little stock or 
plant of worth to the company, so workers set about trashing 
the offices. They were ‘persuaded’ to leave by a squad of riot 
cops, and began a 24-hour picket of the site. In Enfield, the 
occupation lasted until Thursday 9" April, when Unite — 
using a combination of dubious legal advice and the promise 
of a ‘deal’ that they refused to announce until the following 
Tuesday — persuaded workers to vacate the plant. They also 
began a 24-hour picket to prevent asset stripping. 

Only the workers in Belfast remained in occupation. It 
was probably no coincidence that the Belfast workers had the 
closest ties to the surrounding community — hundreds of 
local supporters had visited within hours of the occupation 
beginning. In Belfast, workers mostly lived in the immediate 
surrounding area whereas the Enfield and Basildon workers 
mostly commuted to work from further away. 

Unite and Visteon bosses carried on negotiations for the 
supposedly already done ‘deal’ in the US. Ford bosses 
refused to participate, denying any responsibility to honour 
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the ‘mirrored conditions’ agreement. Most of the 


negotiations were carried out in a backroom manner; it was. 


reported that Enfield convenors who had accompanied Unite 
officials to the US negotiations were left in the bar while 
Unite and Visteon bosses negotiated the workers’ future over 
their heads. The result of all this was an offer of 90 days 
redundancy pay — the statutory minimum. 

This prompted Enfield workers to reinforce their 
barricades at the exits of the plant, and encouraged Belfast 
workers to maintain their occupation. Visteon workers and 
their Unite convenors were also preparing to send delegates 
to the only other Ford UK factory in Bridgend. The factory 
was profitable and a vital part of Ford’s supply chain. This 
finally brought Ford to the negotiating table, and Unite put 
pressure on workers to call off the Bridgend delegations. The 
final settlement was a partial victory insomuch as it was an 
improvement on the legal minimum. However many areas, 
such as pensions were left unresolved.'° 


The school occupations 


In February parents occupied the roof of Our Lady of the 
Assumption primary school in north-west Glasgow. Their 
action was in response to council plans to close 25 primary 
schools and nurseries across Glasgow that had already 
provoked protest marches and parents blockading a council 
meeting. This was followed in April by the occupation of St 
Gregory’s and Wyndford primaries by parents, after 
recognising the ‘public consultation’ launched by the 
Council in response to earlier protests as a stitch-up."! 





Meanwhile, April also saw the occupation of the roof of 
Lewisham Bridge primary in south London by parents and 
supporters angry at council plans to demolish the school. 
Lewisham council had already closed the school, bussing 


'° A much more detailed analysis of the Visteon dispute, from 
which much of our description is drawn is available in ‘Report and 
reflections on the UK Ford-Visteon dispute 2009 - a post-Fordist 
struggle’ at — http://libcom.org/history/report-reflections-uk-ford- 
visteon-dispute-2009-post-fordist-struggle 
! http://www.afed.org.uk/res/resistl 12.pdf 
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children to another school instead. They planned to demolish 
the school and replace it with one for 3-16 year-olds and 
twice the number of students, forcing play areas and room 
sizes down below government standards. The new school 
was to have ‘Foundation’ status, with admissions policy set 
by the independent governors backed by private capital. 

The Lewisham Bridge occupation was inspired by the 
Glasgow ‘save our schools’ campaign and the Visteon 
occupations. Workers from Visteon’s Enfield and Belfast 
plants visited the occupation, donating their warm, hi- 
visibility jackets to the occupiers camped out on the roof. In 
turn, the Lewisham Bridge occupation inspired parents to 
occupy Charlotte Turner primary school in nearby Deptford, 
which the Council planned to close despite another sham 
‘consultation’ returning 296 out of 297 responses opposed to 
closure.'* All campaigns are ongoing as we write (October 
2009), although the occupations have ended — for now. 

In the case of Lewisham Bridge, the occupation was a 


total victory — although not entirely due to direct action. The 


occupiers applied to have the school building listed, which 
was successful. This scuppered the Council’s demolition 
plans. In the case of the Glasgow schools, the occupations 
were adopted as a tactic of the ongoing campaign and may 
yet recommence. 


The Vestas occupation 


Danish-owned Vestas Blades, manufactures wind turbines, 
and operates three sites on the Isle of Wight and in 
Southampton. Despite reporting healthy profits and increased 
sales, Vestas announced in July 2009 that it was closing its 
manufacturing facility at Newport in the Isle of Wight with 
the loss of 625 jobs. 19 workers responded by occupying the 
plant (although they led the press to believe there were nearer 
30 of them to deter eviction efforts). They immediately 
pointed out the irrationality of Vestas’s ‘rationalistion’ - 
closing the UK’s only turbine factory at a time when the 
government had announced a policy of expanding renewable 
energy production in the face of undeniable anthropogenic 
climate change. Vestas had also recently received a multi- 
million pound grant from the UK government for research 
and development. Consequently, the workers made 
nationalisation in order to secure ‘green jobs’ one of their 
main demands." 

An interesting aspect of the occupation was the age of 
the occupiers — mostly under 25, and the fact they were non- 
unionised and had little history of militancy. As one of the 
workers who left the occupation early for family reasons 
said; “we don’t have any choice. If we lose these jobs we 
won’t find others here on the island. How are we meant to 
support our families then?”'* The occupation attracted 
support from a climate camp which set up on the roundabout 
outside the factory gates, as well as from the RMT union, 
which took on a lot of the organising on the outside, since the 
most militant workers were trapped inside the occupation by 
a fence erected by police and security to try and prevent 
supplies getting in — and to starve the occupiers out. 


'? http://www.direct-action.org.uk/docs/DA-SF-IWA-47.htm#09 

‘3 ~ http://libcom.org/news/turbine-manufacturing-workers-occupy- 
company-offices-20072009 

'4 Rally at the factory gates, Friday July 24'" 2009. 
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The occupation lasted three weeks, during which time 
various support groups were established in other towns. In 
Brighton, where we were involved, this consisted of a 
mixture of people from the Solidarity Federation, Socialist 
Party and Green Party, as well as non-aligned individuals, 
meeting on a weekly basis. Instead of being donated to the 
TUC-controlled fund, £100 raised in street collections was 
used to purchase supplies which were smuggled in to the 
occupiers after supporters staged a distraction at the 
perimeter fence. The previous day one worker had left the 
occupation “pale and shaky.” Paramedics sent him to 
hospital after detecting dangerously low blood sugar levels. '° 

Unfortunately there was no attempt to spread the 
struggle to other workplaces — although deliberate efforts to 
set up support groups across the island were made. This was 
especially striking since the adjacent factory supplied much 
of its output to Vestas, and jobs were subsequently at risk 
there too. This seemed like a missed opportunity. The 
occupation ended without clear concessions; and _ the 
campaign appears to have wound down now that the final 
blades have been removed from the factory. However, some 
of the occupiers have been visiting picket lines of other 
disputes which suggests the experience has had a 
transformative effect on them. 

Certainly in Brighton, the combination of the job losses 
and the environmental angle seemed to strike a chord with 
people during street collections, with the 1984/5 miners’ 
strike a common reference point for those who stopped to 
chat as we shook buckets outside Brighton train station. We 
found it interesting that the strike remains as much as a 
cultural reference point for ‘the general public’ as amongst 
the left. 


Class struggle is never pure 


The first interesting thing to note is about the ‘purity’ of 
struggles. Some leftists and even communists were quick to 
condemn the LOR wildcats as a ‘racist strike’, when the 
reality was much more complex. Likewise, some expressed 
doubts about the Vestas struggle due to the centrality of the 
demand for nationalisation, which although born out of a 
healthy distrust for Vestas bosses does perhaps express the 
influence of the members of ‘Workers’ Climate Action’ (a 
group set up by the Trotskyist Workers’ Liberty) who were 
present in a climate camp before the occupation and who 
were reportedly influential in the workers’ decision to 
occupy. Even when disputes are orchestrated to the timetable 
and strategy of union leaders, the actual factors that motivate 
workers to struggle are often varied. When struggles are 
initiated by workers themselves, this dynamic is amplified. 
There is rarely, at least to begin with, a singular struggle to 
support or oppose. Rather, there tends to be lively debate 
about just what demands to make, what tactics to employ and 
so on. In the case of the LOR strikes for example, an 
anarchist worker at LOR wrote: 


I can't deny there was no nationalist element to the 
dispute at all. What you have to realise is that the 
engineering construction industry is not a homogenous mass, 


< http://www. guardian.co.uk/environment/2009/jul/30/vestas- 


factory-workers-food-union 
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it is however the one remaining section of the construction 
industry which is still heavily unionised. Most of the lads I 
know and work with saw it as a working class issue not a 
nationalist issue, in fact one of the strike committee is half 
Italian, hardly the image portrayed in the national media, 
but then what do you expect? 





On LOR we kept an eye out on the pickets for any 
wankers from the far right trying to jump onboard for their 
own purposes (...) What I found very disappointing was the 
reaction of the left, to the first grassroots action in years, 
with the notable exception of the Socialist Party who gave us 
a lot of support (thanks peeps). It seems that the left can 
manage to support various questionable regimes around the 
world, but actually having to dirty their hands with class 
struggle in their own country seems a bit too much for them. 
The working class isn't perfect but then it never will be, but 
the left and anarchists are never going to achieve much 
sitting in their ivory towers tutting at the plebs."° 

At LOR, the dispute could have gone either way. In the 
end, the internationalist, working class demands won out (as 
per the demands of the strike committee, endorsed by a mass 
meeting). This was because workers in the struggle who held 
these views — including those who were members of socialist 
or anarchist organisations — argued, as participants, that their 
best interests lay in workers’ solidarity not nationalism. The 
following exchange from bearfacts.co.uk - where the ‘British 
Jobs...’ placards originated - was typical of this debate: 


#1 "We did not take this to a racial level, you did, now 
get ready to reap what you sow. I have worked in your 
country and respected your culture and industrial rules, just 
remember you drew first blood not us. Go home now, you 
have now outstayed the welcome we gave you by not 
involving you in our plight." 


#2 "We want to be careful with the nationalism, lads, so 
that things don't turn nasty. I've got nothing [sic] against the 
Italian workers as such, they're just doing a job, putting food 
on the table for their families. They're not Wops (Without 


© http://libcom.org/forums/news/oil-workers-walk-out- 


29012009? page=8#comment-320663 
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Papers- as they are EU citizens and are legally allowed to 
work here) - besides this is racist. Many of us have worked 
abroad - Germany, Spain, Middle East - did we think or care 
about jobs in those countries? Getting at the workers is just 
going to give us a bad reputation, and turn the public against 
us. 


The problem is with the tenders, Total management and 
probably the govt. for allowing foreign companies to 
undercut. The govt. shouldn't allow this to happen. They 
haven't thought about the social price to the area, only the 
price of the contract." 


Compared to the attempts by outside communists to 
influence the dispute, for example the Tea Break bulletin 
which was no sooner ready as the dispute was over,'’ these 
internal ‘interventions’ had an immeasurably greater impact. 
The influence the Socialist Party apparently had at Lindsey 
(and the demands do very much read in their leftist, rank- 
and-file trade unionist vein) was largely down to the 
presence of one of their members on the strike committee, 
not successful paper selling at the gates. Keith Gibson’s 
presence on the strike committee, like the presence of 
anarchist workers at South Hook LNG and LOR may well be 
a coincidence. However it does demonstrate the importance 
of participating in struggles if you wish to influence them, an 
approach juxtaposed to the Leninist caricature of a purist, 
‘infantile disorder’ position that was ironically in this 
instance exemplified by the Trotskyist Workers’ Power.'® 

It is also notable that all of these industrial disputes 
took place in traditional, manual sectors. Despite the 
widespread redundancies in the service sector, and financial 
services in particular, there have been no comparable 
struggles. This may well reflect the legacy of past militancy 
in ‘blue collar’ jobs, where a degree of job security is 
expected and wages are often higher than comparably 
qualified service sector jobs. It may be the violation of these 
expectations with outsourcing and short-notice redundancy 
without compensation that provoked the spontaneous, direct 
reactions of the workers. By contrast service sector workers, 
lacking these expectations seem to have been resigned to 
their fates and suffered them as atomised individuals. 
Admittedly this is a somewhat speculative explanation. 
There’s no obvious short-term solution to this impasse 
besides the long-term efforts of service sector workers to 
self-organise.'” 

The role of the left 


A supporter involved in the Enfield occupation concluded 
that Unite had functioned as “a force for isolation”: 


Most of the finances were coming from local union 
branches (not just car workers) sending donations via the 
support group; though the union finally, after 3 weeks, 
coughed up some cash. Unite also failed to mention the 





'7 http://libcom.org/files/Tea%20Break %20-%200n%20Oil. pdf 

'S http://www.workerspower.com/index.php?id=173,1823,0,0,1,0 

'° There have been isolated examples, such as McDonalds Workers 
Resistance. One of us was recently made redundant from a job in 
financial services, where over a third of the workforce was drip-fed 
redundancy one-by-one over several months, presumably to avoid 
provoking any collective response. 
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dispute on their website or send out information to local 
union branches - showing their real attitude to the dispute 
and concern to keep it isolated. As the dispute went on, ex- 
workers' disillusionment with the union increased to a 
permanent cynicism - unsurprisingly, given their lack of 
support and Unite's failure to keep ex-workers informed. 
Many felt their convenors were too close to, or influenced by, 
the union bosses and that this affected their ability to act in 
the best interests of all. But, without having space here to say 
much, we must note that any criticism of the union must 
recognise that it is not simply - as some supporters and 
workers have implied - that the union is ‘not doing its job 
properly', but that it is doing its job all too well as a 
capitalist institution. As always, it has prioritised its own 
organisational interests and tried to limit workers' gains to 
what can be accommodated to those interests and to the 
wider interests of the economy.”° 


We agree with the conclusion. At LOR things were 
similar. Union officials were happy to opportunistically echo 
Gordon Brown’s nationalism back to him, the most 
internationalist sentiments emerging from the strike 
committee itself and the wildcats elsewhere, including the 
Polish workers at Langage (although these undoubtedly 
involved union shop stewards, often among the most militant 
workers). 

However, we would warn against seeing the strike 
committee as some organic, spontaneous expression of 
proletarian internationalism. Unite had previously been 
involved in a campaign against the EU posted workers 
directive, and the strike committee was largely made up of 
reps who had been involved in that. Likewise the 
“spontaneous walkouts’ across the country themselves drew 
on this pre-existing network of reps, which was assisted by 
the nature of subcontracting work where workers take jobs at 
different sites and build up informal networks which can then 
function as a communication channel in disputes such as this. 

While the internationalist demands at LOR were 
overwhelmingly endorsed by a mass meeting, it is hard to 
decipher exactly how much this was a result of the internal 
discussions amongst the — strikers reaching clear 
internationalist conclusions, and how much it was a 
reflection of the degree to which the struggle was controlled 
by union reps and political party members and not the mass 
meetings themselves. Visteon was another example where 
the form of the mass meeting functioned as a rubber stamp 
for decisions made elsewhere. Mass meetings which simply 
endorse decisions instead of making them may, for workers 
not familiar with having control of their own struggles, 
merely reinforce the role of the union as the ‘experts’ whose 
decisions the membership formally rubber-stamps. Such 
mass meetings are arguably more of a threat to workers’ 
control of struggles than diktats handed down from union 
full-timers, since at least the latter - by eschewing notional 
democracy - invites workers to reject it. We should not make 
the mistake of fetishising particular forms of organisation 
without regard to their content. 

At Vestas, things were slightly more complicated 
simply because the workforce was initially non-unionised, 


2 http://libcom.org/history/report-reflections-uk-ford-visteon- 


dispute-2009-post-fordist-struggle 
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but some of the occupiers joined the RMT as they supported 
the dispute with cash and legal advice from the outside. 
Although the RMT tried to channel the dispute away from 
the direct action route onto the terrain of bourgeois legalism 
(offering to fund the court cases, but not breaking the 
starvation blockade, which was nonetheless managed by a 
handful of anarchists”'), their influence was difficult to 
determine. And when the occupiers ended the occupation, 
they did begin to take back a much more central organising 
role for themselves. Thus the RMT’s involvement probably 
makes the most sense in terms of Bob Crow capitalising on 
the militancy of the membership to highlight the RMT’s 
place as ‘Britain's fastest growing trade union’ and cement 
their market niche as a radical, ‘fighting union’ (members’ 
RMT t-shirts at Vestas featured prominent red stars). 

However at Vestas the threat of recuperation did not 
come mainly from the trade unions but from professional 
activists, including at least one Liberal Democrat politician, 
staging a takeover of the support group. A comrade who 
recently responded to an urgent call-out for assistance 
blockading the Vestas plant to prevent the removal of 
valuable stock reported that there was a total absence of 
anyone from a workers’ movement background save for a 
couple of Workers’ Climate Action/Alliance for Workers’ 
Liberty members.”* Instead, the ‘climate camp’ had fallen 
under the domination of a clique of radical liberals 
(apparently from the ‘Climate Rush’ group™) who treated the 
Vestas workers as nothing more than convenient media 
fodder and supporters as if they were subordinate volunteers 
for an NGO, for example dishing out orders but refusing to 
say to what end particular tasks were being done because it 
was ‘classified’. 

A member of this clique also interrupted a news 
interview outside the court with a 70 year-old environmental 
activist charged with criminal damage and assault, shouting, 
“He’s not with us! He’s not with us!”, because the charges 
would ‘make the campaign look bad’. Never mind that they 


liberal-green, but the modus operandi is classically Leninist. 
People who criticised the cosmetics firm Lush” - whose boss 
was reportedly now paying staff £50 a day to staff the 
blockade of the factory - were also shouted down since Lush 
is an ‘ethical green business’ and so ‘on our side.’ Lush is 
one of the sponsors of Climate Rush.”° 

This dynamic no doubt reflects the changing terrain of 
the struggle from one of workers’ direct action to one of 
issue campaigning, to which radical green liberals are so well 
accustomed. But it does show that workers’ self-organisation 
does not just face recuperation by traditional modes of 
representation (trade unions and political parties), but 
relatively novel ‘radical’ ones as well. This is something to 
bear in mind as an ecological dynamic to workers’ struggles 
may become more common given the level of public 
awareness of climate change and the obvious incompatibility 
between capital’s logic and the environment made clear by 
things such as the Vestas closure. 


Some tentative conclusions 


So are we witnessing a revival of working class militancy? It 
would be wishful thinking to say so based on the current 
evidence. There are certainly encouraging signs in the way 
workers have taken direct action outside of the unions, made 
links with the wider working class communities and worked 
constructively with revolutionaries while giving short shrift 
to attempts by politicos to use others’ struggles for their own 
ends. However perhaps what is most pertinent to a sober 
analysis of the recent struggles is how atypical they are. The 
massive wave of lay-offs that has driven up unemployment 
to levels unheard of for over a decade has been conducted 
largely without resistance, as almost a million workers have 
been thrown out of work since the recession began.”’ 

Only time will tell if the development of the crisis, and 
the planned ‘clawbacks’ of working class living standards 
will provoke an escalation and extension of self-organised 





were picked up whilst trying to break the blockade that was 
attempting to starve the workers out of occupation. Said 
liberal continued to berate the supporters present for talking 
to the media without going through her first; the politics are 


gs http://www. guardian.co.uk/environment/2009/jul/30/vestas- 


factory-workers-food-union 

*? rmt.org.uk welcomes visitors with the splash headline “Welcome 
to RMT - Britain's fastest growing trade union.” 

*3 Workers’ Climate Action was founded as an AWL front 
campaign. 

** www.climaterush.co.uk 


32 


struggles, or a retreat into cynicism, atomised resignation and 
the carefully-managed defeats overseen by union 
representation. The most important thing we can consider 
now is how we can organise to increase the chances of the 
former outcome and minimise the chances of the latter. That 
debate goes far beyond the present article, but it is one 
revolutionary workers, readers and authors alike need to have. 


> Lush previously made staff work naked in a ‘protest against 
packaging’ (i.e. a marketing stunt). 

°° http://www.climaterush.co.uk/who.html 

*7 http://news.bbe.co.uk/1/hi/business/7789784.stm 
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Reclaim the ‘state debate’ 





Introduction 


After the shock of the recent crisis, and facing its long-term 
consequences, many of us who have been involved in recent 
campaigns and struggles feel the need for a renewed debate 
about the state, its nature and its relation to capital and the 
class struggle. 

With so far no major challenge from the working class 
in Britain, the crisis and the response to it have taken 
objectified forms: economy versus the state, both playing 
undisputed protagonist roles -— both ‘subjects’. The 
appearance of a state intervening in, and against, the freedom 
of the economy was one with its underlying substance: the 
ruling class acting in its self-interest and to the detriment of 
the working class. In fact, the consequences of the 
government’s decision to rescue major failing banks will 
result in massive attacks on the proletariat during the coming 
decade. 

On the one hand, the crisis has put the neoliberal agenda 
and its underlying free market ideology under question, since 
the state had to ‘intervene’ and rescue the economy from the 
disastrous consequences of its freedom. However, the ruling 
class is dealing with a demoralised and fragmented working 
class, often resigned to working longer hours for a lower 
wage in order to retain their jobs. It is true that wage cuts 
have motivated some more organised sectors of the working 
class into taking action, and that we have seen isolated but 
combative wildcat strike actions and occupations of closing 
factories. These new struggles are a necessary step for 
building up confidence in our capacity to challenge capital 
and win; however, we are still far from seeing the confidence 
and the class solidarity that was taken for granted in the 70s.! 





' The occupation of Vestas has shown how difficult it is currently to 
attain class solidarity — 25 workers out of about 600 have occupied 
a wind turbine factory in the Isle of Wight, while the remaining 
hundreds have dispersed. The weekly solidarity rally has been 


The crisis has obliged the state to ‘nationalise’ financial 
institutions and provide financial bailouts to key businesses 
in order to prevent the collapse of the economy. In the 
aftermath of the first nationalisations, some Trotskyists such 
as the Socialist Party immediately proclaimed that ‘Marx 
was right’. However, these forms of state interventions differ 
in both content and form from the nationalisations of the 40s. 
The unprofitability of industries such as mining and the 
railways in the past could only be solved through 
nationalisation instead of restructuring. Despite the fact that 
these nationalisations were brought about in the interest of 
capital and in order to maintain the rule of the bourgeoisie 
over production, they reflected the power of organised 
labour. Today’s nationalisations, which do not reflect any 
counter-power of the working class, have already been 
cynically called ‘socialism for the rich’. 

It is in fact clear that the attack on the working class is 
currently continuing along the same lines as before the crisis 
and that the crisis has resulted in hastening the government’s 
neoliberal agenda. 

Benefit reforms proposed before the crisis, which were 
aiming at imposing the work ethic on single parents and 
disabled claimants in a prosperous ‘full-employment’ 
scenario, are stubbornly going ahead, although there are no 
jobs even for the fit. For example, a new and tougher test of 
incapacity for work has just been introduced which has 
served to rename ‘fit to work’ an army of sick claimants.’ 
Despite the fact that it should be obvious, with the crisis, that 
the unemployed (and the unemployable) should not be 
blamed for not having a job, the working class lacks 
confidence to challenge this work ethic ideology in an 
organised way. 

The government is adamant about pressing ahead with 
the privatisation of the National Health Service (NHS) and 
other public services despite the fact that the crisis has fully 
exposed the irrationality of their plans. The Private Finance 
Initiative (PFI) has allowed the private sector to own and 
control hospital buildings (but also school, police stations, 
etc.) and impose high rents on public trusts.’ Millions of 
pounds are still poured into the hands of IT giants such as 


composed of families and friends of the occupiers but it is 
dominated mostly by leftist groups. A member of the Vestas 
support group in Brighton visited the industrial area and found out 
that in many factories adjacent to Vestas the workers were not even 
aware of the occupation. About this struggle see our article “The red 
shoots of resistance?’. 
> According to the Financial Times up to 90% of applicants for new 
benefits are tested ‘fit to work’ under the new rules: Alex Barker 
‘New test raises bar for sickness benefits’, 13/7/09. 
http://www.ft.com/cms/s/0/c3ae0762-6f43-1 1de-9 109- 
00144feabdc0.html. 

> For example, in Brighton, the Royal Alexandra Children’s 
Hospital has moved into a new £37m site, built as a PFI by a 
consortium led by the European branch of the Japanese 
multinational Kajima Corporation. Under the agreement, Brighton 
and Sussex University Hospitals NHS Trust will pay Kajima and 
their partners around £3.66m a year to build and maintain the Royal 
Alexandra over the next 30 years. In total, £163.3m of public 
money will be spent — about five times the £37 million capital cost. 
At the end of this period the building will belong to Kajima and will 
have to be hired from the corporation at a new cost. 
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British Telecom to pursue a mammoth database of medical 
records despite serious technical failures and inadequacies in 
services from the private providers, and despite vocal 
protests about patient confidentiality. Large health 
companies such as the UK-based Care UK or South African 
Netcare are contracted for routine operations under a contract 
which pays them even if they reject the patient.> And now the 
government has just started a new wave of privatisations of 
drop-in healthcare centres which will be controlled by big 
multinationals, but, due to a strange inversion of meanings 
which is reminiscent of Orwell’s 1984, are called ‘GP-led’. 

A similar trend towards privatisation is sought for Royal 
Mail and key parts of the benefit system, while another giant 
database has been commissioned from the IT industry around 
the institution of the ID card — which will allow the state to 
keep track of main economic transactions, benefit claims, 
and even the travels, of every individual. 

These government policies do have contradictions. The 
interests of competing sections of the bourgeoisie clash with 
the interests of the economy as a whole and the delicate 
balance which has kept these projects going can be easily 
undermined by the consequences of the crisis and can be 
exploited by future challenges of the class. 

The crisis also puts into question the demarcation of 
‘public’ and ‘private’, and thus the nature and role of the 
capitalist state and its relation to capital. During the last 
decade, and as a consequence of the retreat of working class 
struggle, state policies informed by a neoliberal agenda have 
slowly redefined those boundaries. The privatisations of the 
public sector have been accompanied by the decline of a 
generation of conservative high civil servants entrenched in 
their privileged control of state bureaucracy against social 
reform but also external interference including that of big 
businesses. With New Labour this old kind of aristocratic 
civil servant has gone and blurred boundaries between the 
state and big business became the norm. The so-called 
‘revolving doors’ system describes a rotation of roles 
between the state and the private sector: ministers and top 
civil servants involved in privatisation would get top 
consultant jobs in IT, health, financial businesses at the end 
of their public mandate — and vice versa, top managers from 
the private sector would be granted top positions in 
government advisory bodies. 

The state’s attempt to make the public sector fit for 
privatisation has also led to a redefinition of the relation 
between public sector workers and their employers. Reforms 
after reforms have obliged the NHS and other public services 
to be increasingly run like businesses: targets and other 
formal measurements are now linked to funding in ways that 
attempted to mimic the constraints of the market. As a 
consequence, the internal spur of professionalism has been 


* Tn 2003 the government claimed that this project would cost just a 
few billions and dismissed estimates from critical IT experts of a 
£50bn cost. After many years, and the withdrawal of a number of IT 
providers unable to deliver their pieces of work, the government has 
now admitted that the project will cost more than £20bn. 

> Under this contract, the private provider is paid ‘guaranteed 
revenues’, whether or not the contracted operations are actually 
done. In Brighton the private contractor which runs the NHS 
Orthopaedic Centre in Haywards Heath is allowed to reject any 
patients who present even minor risks but is paid guaranteed 
revenues for their operation. 


replaced by the direct command of the clock.® This means 
more exploitation, but as state workers lose their traditional 
privileges, the state faces an increasingly proletarianised 
army of employees who are still capable of strong links of 
solidarity across services. 





The crisis is shaking all the above demarcations and 
impositions which have been taken for granted, and 
potentially offers us the opportunity to challenge what is 
established. However, it is a mistake to hope that there will 
be any major change in capitalism only as a mechanical 
effect of the crisis: the crisis will not serve the end of the 
neoliberal agenda on a silver plate to the proletarians if we 
do not consciously fight it and win. In fact, as we said earlier, 
in the absence of any response from the class the state will 
only invest state money in order to re-establish the conditions 
for more privatisations and for the continuity of the 
established relations of power — and we will be asked to pay 
the bill. 

Only if the class struggle re-emerges will the balances of 
power and interests, which currently appear to be issues of 
public versus private, privatisation against nationalisation, 
state control versus individual freedom, be exposed for what 
they really are, a class issue. With this in mind, far from 
being a purely theoretical need, our need for a debate about 
the state is a practical necessity. Those like us who depend 
on a wage or on the benefit system for our survival need to 
answer questions which are crucial for our opportunity of 
struggle. 

Such a task must be the result of a collective effort and 
of a long-term project, and so in this article we will not 
propose any new theory. As a necessary preliminary work, 
we will only consider some theory which was produced in 
the past and which we consider still relevant. In particular, 
we will focus on The State Debate, edited by Simon Clarke, 
which we have already reviewed in Aufheben #2.’ In this 
book Clarke summarises previous theories about the state in 





° Literally: nurses employed in hospitals run by provider Partnership 
Health Group complained through UNISON that they have been 
monitored by managers with stopwatches while they visited their 
patients. 

’ The State Debate, edited by Simon Clarke, St Martin’s Press, New 
York. 
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capitalism and presents his own work and the work of 
authors close to him as the culmination of this debate. 

Using this book as a point of departure, we will then 
consider the development of the state debate from the 
beginning of the 70s to Clarke and explain how this debate 
led to a clear understanding of the importance of the class 
struggle in the constitution of the relations of power, 
including state power. In particular, Clarke and other authors 
demolished the assumptions, popular in philosophical 
currents like structuralism, that class subjectivity is 
subsumed and determined by objectified relations of power 
in capital. 

However, we will explain why we are dissatisfied by the 
way this debate has developed so far and why we think that 
today we need something different. We will show how the 
above battle of ideas was, since the beginning, grounded in 
academic debate, and that for this reason, although 
interesting and clever, its aims and interests were inherently 
detached from the aims and needs of those in struggle. We 
will also discuss why what increasingly became theory for 
theory’s sake cannot help us with the many questions opened 
up by the crisis, and what kind of new theory we need to 
make.* 


The beginning of the 70s: 
between reformism and Stalin 


The State Debate was published in 1991 and retrospectively 
highlighted some crucial moments in which the nature of the 
state was discussed in the past; in particular, the debate 
between Ralph Miliband and Nicos Poulantzas at the end of 
the 60s and the work of members of the Conference of 
Socialist Economists (CSE) reacting to Poulantzas’s 
structuralism during the 70s. Before looking at the Miliband- 
Poulantzas debate, let us first consider its context. 

At the end of the 60s, the two main opposed theories of 
the state in capitalism were the orthodox Marxist theory of 
state monopoly capitalism and the social democratic state 
theory, and they were both in crisis. 

The issue of the state was a problem for Marxists, as 
Marx did not leave any coherent or developed theory. A clear 
but brief comment on the state in capitalism was in the 
Communist Manifesto, where Marx defined the state as ‘a 
committee for managing the common affairs of the whole 
bourgeoisie’, but this comment did not amount to a fully 
developed theory. ? The theory of state monopoly capitalism 
had been elaborated within the Leninist tradition to fill this 
gap and to reflect the development of capitalism since 
Marx’s times. For Lenin and his followers, in fact, new 
theory was necessary as capitalism was going through its last 
stage: the contradictions between private property and the 
increasing socialisation of production changed the nature of 
the state as they obliged the state to increasingly take up 
economic functions belonging to capital. As a consequence, 
the state ceased to be just a political expression of capital and 





* Tn our main article on the crisis in this same number of Aufheben 
we complain that Marxist crisis theory has also retreated into 
debates about methodology. 

° It is true that in his early works Marx made a critique of Hegel’s 
theory of the state, but this was before he developed his theory of 
capital. He planned to analyse the state in capital in one of his future 
volumes of Capital, which he never wrote. He also provided 
concrete analysis of the state for specific cases, for example in The 
Eighteenth Brumaire of Louis Bonaparte. 


became fused with it.!° This theory was in crisis by the end 
of the 60s, as existing social democracies had shown that the 
state could somehow intervene in the economy and make 
important changes (like the institution of the welfare state), 
apparently in the interest of the working class and against the 
bourgeoisie. 

While the theory of monopoly capitalism saw the state 
as functional to the interests of the bourgeoisie, social 
democratic state theory saw the state as a potentially neutral 
instrument. The state could be seized by democratic means 
by the working class and used in its interest. This theory was 
based on the apparent separation of production and 
distribution in capitalism: while, as long as the capitalist 
relations continued, production remained capitalist, a social 
democratic state could achieve the control of distribution 
through taxation and state expenditure. Like the theory of 
state monopoly capitalism, this theory was also in crisis, but 
for the opposite reason: the actual failures of existing social 
democratic governments in meeting the expectation of the 
class. In fact, from the 40s to the 70s the labour movement 
had brought social democratic parties to power, not only in 
Britain but in other countries in Europe; and none of them 
brought their countries closer to socialism — in fact, social 
democratic governments even tried to limit the power of 
organised workers and introduced austerity measures. 

In Britain the Labour Party had been in government in 
the second half of the 40s and later in the second half of the 
60s and 70s.'' Attlee’s government (1945-1951) somehow 
met the electorate’s expectation for radical reforms by 
introducing a benefit system, the NHS, and by nationalising 
main British industries, the Bank of England, utility 
companies, and the railways. The Wilson government (1964- 
70 and 1974-79) introduced liberal social reforms such as the 
legalisation of abortion and applied Keynesianism by, for 
example, funding renovation of infrastructure. 

Yet both governments could not go beyond a certain 
limit. Attlee’s government had to restrain its reforms and 
even introduce spending cuts by its ‘necessary’ involvement 
in the Korean war and the consequent massive defence costs. 
The Wilson government’s reformist plans were blown off 
course by the mistrust of the international markets: a 
consequent currency crisis and the devaluation of the pound 
in November 1967 ‘obliged’ the government to introduce 
drastic austerity measures and try to curb the powers of trade 
unions. Despite great promises and expectations, the Labour 
party had been unable to make any change in the very nature 
of capitalist relations — the élite which was in power 
remained in power, the exploited remained exploited, and 
most of the reforms which were introduced by Attlee served 
to redefine the conditions for maintaining the status quo. 

While British socialists reacted against the weaknesses 
of their social democracy, by the beginning of the 70s big 
communist parties in other countries like Italy and France 
saw a chance to go the electoral way. The Communist Party 
of Italy (PCI) had never been in the government and the 
Communist Party of France (PCF) had only participated in 
the provisional government of the Liberation (1944-1947). 
Both the PCF and PCI then had maintained a gloss of 


‘© We need to stress that for Leninism monopoly capitalism was a 
transitional stage to socialism, yet socialism needed a revolution to 
take over and reshape both production and the state. 
'' Under Clement Attlee in 1945-51; under Harold Wilson in 1964- 
70; under Wilson and James Callaghan in 1974-79. 
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revolutionariness which could still create great expectations 
among their electors. Following Khrushchev’s  de- 
Stalinisation and the emergence of a ‘new left’ critical of 
Stalinism, both the Communist Parties of France and Italy 
retracted their call for the ‘dictatorship of the proletariat’, 
proclaimed their commitment to democratic and liberal 
values and considered entering into political alliances with 
the main parties on the ‘right’. This transformation would be 
called ‘Eurocommunism’ and created both expectations and 
disappointment among communists. 





The British experience of disaffection with the Labour Party, 
which had never claimed to be revolutionary and which had 
shown the limits of reformism while in power, was not 
shared by French communists. It is true that, when in the 60s 
the PCF looked at humanist Marxism and considered 
possible alliances with liberals and Catholics as a reaction to 
Khrushchev’s denunciation of Stalin, young Althusser’s 
followers attacked the PCF as revisionist.'> However, their 
mentor Louis Althusser remained loyal to the PCF 
throughout his life; and there still was great expectation 
among many communists that an electoral victory could lead 
to a drastic change in the balance of power among classes. 
This contradictory situation constituted Nicos Poulantzas’s 
political background and explains his differences with 


Miliband and Poulantzas 


In Britain, many of those who had been involved in the 
labour movement during the 60s and had witnessed this 
weakness of the Labour Party, felt the urge to oppose 
reformism. Ralph Miliband was one of them.’* In his book 





12 


Over six hundred young structuralist students followers of 
Althusser were eventually expelled from the PCF in the autumn of 
1966. Meanwhile Althusser remained in the Party and in 1970 
became the PCF’s undisputed leading intellectual. See Arthur Hirsh, 
The French Left, Black Rose Books, Montreal, 1982. 

'S Ralph Miliband was a political theorist and sociologist. The son 
of a Jewish family who emigrated from Poland to escape the Nazis, 
Miliband changed his name from an unfortunate ‘Adolphe’ to Ralph 


The State in Capitalist Society, Miliband argued that the 
limits of social democracy were not contingent but rooted in 
capitalist social relations themselves. In fact he rejected the 
idea that socialism could be brought about by electoral 
means alone and thought that any political changes needed to 
be supported by extra-parliamentary working class struggle." 

Miliband was not a working class militant, but derived 
his belief in the centrality of the class struggle from his 
academic background. The importance of class struggle and 
class subjectivity was an established tradition within 
academic Marxism in Britain, and had been pioneered by 
Marxist historians such as E. P. Thompson. 

With regard to methodology, this was also basically in 
the Marxist empirical tradition. For this reason Miliband 
presented his arguments on the basis of detailed and solid 
empirical research. Looking at facts and figures about the 
UK, other European countries and the US, Miliband traced 
the limits of social democracy to the privileged position of 
the bourgeoisie in the access and control of all state 
apparatuses (as well as, for example, political parties, media, 
etc.). Importantly, he showed that this advantage was 
founded on the bourgeoisie’s privileged access to wealth, 
resources, special connections, education, etc., so on its 
position in the capitalist relations of production. 

Miliband’s book was mainly directed at bourgeois 
liberal ideas which saw society as composed of ‘free’ 
individuals defined as such in the sphere of circulation and 
which saw the state as a democratic arena equally accessible 
to all individuals and pressure groups. With his book then 
Miliband sought to prove that it was possible to speak about 
classes, about the bourgeoisie as a class; and to vindicate 
Karl Marx’s definition of the state as ‘a committee’ 
managing the bourgeoisie’s affairs. 

In France, in response to the crisis brought about by 
Khrushchey’s attack on Stalinism, Poulantzas wrote a theory 
of the state and of capitalism as well, one intricately woven 
within his philosophical background, French structuralism. 
However, his spirit was very different from Miliband’s 
theory: Poulantzas’s work in fact contributed to the 
theoretical justification for Eurocommunism.'° 

Poulantzas’s work was based on Althusser’s view of 
capitalism. According to Althusser, capitalism was made up 
of three ‘relatively autonomous’ spheres (the political, the 
ideological and the economic) and their ‘structures’. Human 
history was not made by the conscious actions or choices of 
individuals or groups but it was shaped by these ‘structures’, 
which determined to a large extent motivations, actions and 
their results. These structures were defined for given periods 
and in each period they determined a definite ‘field of 





when he arrived in Britain. He died in 1994, so he did not see the 
election of his sons, David and Ed, as Labour MPs (respectively, in 
2001 and 2005). He also did not see his offsprings’ careers as New 
Labour ministers. As his sons seem to precisely embody the worst 
kind of reformist politicians, which Ralph condemned in his book, 
The State in Capitalist Society, many suggest that he is currently 
spinning in his grave. 

'" Miliband had to reconcile his ‘radical’ socialism with the 
libertarian, democratic values, he shared with the ‘New Left’ and 
the pacifist anti- Vietnam War movement. 

'S Arthur Hirsh says that Poulantzas’s work developed the 
theoretical basis for the future Eurocommunism ‘more than anyone 
else’ and explains that his theory saw the state as a ‘site’ of class 
struggle that could be conquered through democratic, electoral, 
alliances (The French Left, pp. 189-90). 
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objectively possible’ outcomes for the class 
(‘conjunctures’). 

This theory was applied by Poulantzas to theorise the 
nature and role of the state. For Poulantzas the state was not 
the result of a social relation: on the contrary, our relations 
were formed and shaped by the state apparatus. The 
structures that characterised the state also determined the 
results of choices and decisions made by those in power. 

According to Poulantzas’s view, the state had a specific 
function in its own specialised ‘political sphere’: it was 
functional to the stability of the social system as a whole and 
not necessarily bound to be functional to economic relations. 
This idea was in effect not very different from bourgeois or 
liberal ideas of the state, which saw the state as an institution 
independent from the relations of production in capitalism. 

This quite liberal theory led Poulantzas to justify the 
bourgeois instruments of democracy and in particular to 
suggest that socialism could be sneaked in through the ballot 
box. For Poulantzas, in fact, a battle for power could be 
played out on a pure political level. It is true that the state 
had so far expressed the interests of the bourgeoisie, but this 


struggle 


journal, New Left Review, to which Miliband replied with a 
short article.'’ When, later, Poulantzas published the English 
translation of his book Political Power and Social Slasses in 
1973, Miliband immediately retaliated." 

Coherently with his structuralist view, Poulantzas could 
not accept Miliband’s analysis, which focused on wealth, 
influence, the class position and motivations of those in 
power. For Poulantzas, the state was hardwired to function 
within its peculiar and objective ‘structure’ and motivations 
and actions of individuals were guided by objective 
necessities.'? Coming from the British Marxist tradition 
which gave centrality to the class struggle, Miliband could 
not accept the determinism and objectivism inherent in 
Poluantzas’s theory, which displaced the class struggle into a 
subsidiary role and wrote that in Poulantzas’s theory ‘class 
struggle makes a dutiful appearance; but in an exceedingly 
formalised ballet of evanescent shadow’.”” 

Miliband did not believe in ‘free will’ against 
‘determinism’; he thought that one should consider a 
dialectical relation of the objective and subjective elements 
of the concrete; and in his reply to Poulantzas’s critique of 





only happened because the bourgeoisie happened to be so far 
the dominant class in the ‘political sphere’. But things could 
be, in principle, different. For Poulantzas, capitalism had just 
entered a novel ‘conjuncture’ which had marked a crisis for 
the political hegemony of the bourgeoisie. It had never 
happened before, but now the working class had an 
objectively good chance to be at the head of a new electoral 
alliance that could take control of the state. Eurocommunism 
could then be seen as the right way forward, blessed by the 
right conjuncture. '° 

Poulantzas and Miliband trampled over each other’s area 
of study to say very different things and in a very different 
way, and clashed. When in 1969 Miliband published his 
book, Poulantzas immediately attacked it in Miliband’s own 


'© Tt is undoubtedly part of a structuralist tradition to prophesise the 
coming of new phases, which make possible, now, radical change — 
of course all this is the result of an objective dynamics. Among the 
authors that we have analysed in the past, a similar messianic 
fascination makes a star appearance in the theories of Theorie 
Communiste (who have read lots of Althusser) and of born-again 
Postmodernist, Toni Negri. Unfortunately, such prophecies are not 
very good in materialising, perhaps because we cannot expect that 
‘objective conditions’ will do the trick for us. 


his book he accused Poulantzas of being one-sided, because 
of his exclusive stress on the objective.”! 

May 68 and its barricades created a new generation of 
more radical intellectuals, particularly in the UK, some of 
whom would reopen this debate and return to the dilemma of 
‘structures’ or ‘subjects’. As we will see in the next section, 
structuralism’s inherent determinism would be under attack 
again at the end of the 70s for its one-sidedness. The new 





'7 Nicos Poulantzas, ‘The problem of the capitalist state’, New Left 
Review 58, November-December 1969. Miliband replied with “The 
capitalist state — a reply to Nicos Poulantzas’, New Left Review 59, 
January-February 1970, pp. 53-60, re-published in Miliband’s Class 
Power and State Power, pp. 26-35. 

'8 “Poulantzas and the capitalist state’, New Left Review 82, 
November-December 1973, pp. 83-9, re-published in, Miliband, 
Class Power and State Power (1983), pp. 35-47. 

'° “The relation between the bourgeois class and the state is an 
objective relation. This means that, if the function of the state in a 
determinate social formation and the interests of the dominant class 
in this formation coincide, it is by reason of the system itself? 
(Poulantzas, ‘The problem of the capitalist state’ p. 73). 

°° <Poulantzas and the capitalist state’ in Class Power and State 
Power, p. 39. 

*I <The capitalist state’ in Class Power and State Power, p. 32. 
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radical intellectuals would focus on the role of the class 
struggle not only in future political change, but in defining 
the nature of the state at any moment. 


The end of the 70s: a reaction to structuralism 


In January 1970 a group of socialist intellectuals organised 
the first Conference of Socialist Economists. The CSE would 
soon become a focus for many Marxist intellectuals from 
different disciplines who felt the need to exchange and 
confront ideas and to create a network of peers with broadly 
shared Marxist ideas and eventually launched the journal 
‘Capital and Class’ in 1977. 

A large number of participants in the CSE were 
socialists who had backgrounds in Trotskyism (such as Alex 
Callinicos or Chris Harman). However, the CSE also had a 
more broad range of intellectuals, many of who had rejected 
Leninism and traditional Marxism, and sought to stress the 
centrality of class subjectivity and the class struggle in an 
analysis of capitalism. Some of them, including Simon 
Clarke and John Holloway, felt the need to respond to 
Poluantzas’s structuralism. 

Indeed, by the end of the 70s, structuralism had become 
quite established in mainstream academia. With the 
increased interest in Marx beyond political and economic 
studies and into the arts, structuralism was bound to grow in 
popularity, as it offered refined tools for a Marxist analysis 
of the sphere of ideology (and so in media studies, literature, 
art, etc.) besides the spheres of politics and economics, and 
the possibility of studying intellectually stimulating 
connections across disciplines. 

For the radical intellectuals in the CSE, the problem with 
structuralism was that this theory denied a role for class 
subjectivity in making history. Not only the state and other 
forms of domination of capitalism, but all human history and 
class struggle itself were in Poulantzas’s theory determined 
by ‘structures’ and ‘conjunctures’. In response to this, 
passive model, Holloway and others revived the state debate 
and presented a theory where the class struggle has an active 
role in defining and redefining the ‘structures’ of capital and 
the form of the state itself. 

Between Poulantzas and the CSE there had been many 
works and writings about the state and capital — however, for 
their challenge to structuralism, the theorists of the CSE 
looked with great interest at a particular, extremely 
conceptual study from a small German group of academics: 
the so-called ‘state derivation theory’.** These German 
theorists critiqued the bourgeois view of the state as separate 
and independent from capital and explained that this 
independence was a fetishised appearance of our social 
relations: the state in capital must take a form which is 
independent from production, but this independence is a 
consequence of, and is functional to, the relations of 
production. Holloway and his colleagues found that this view 
was a Starting point to attack structuralism. After all, the 


<The state derivation theory’ reacted against political theorists 
such as Habermas and Offe, who were very popular in Germany. 
These liberal theorists accepted Weber’s definition of the state as a 
rational form of domination, which ensured the stability of the 
social system as a whole. This meant to uncritically accept the 
separation of the state from the capitalist relations of production. 
The ‘state derivation theory’ aimed at critiquing this separation, and 
at ‘deriving’ the form of the state from capitalist social relations 
themselves. 


structural rigidity and separation of the ‘three spheres’ could 
be seen as the acceptance of this fetishisation. 

For the theorists of the CSE a problem with the state 
derivation theory, which it shared with structuralism, was 
that it did not give much of a role to the class struggle. As 
Clarke commented, in their work, 


...the outcome of the struggle is presupposed, it will be a 
restructuring or any response which will serve to re- 
establish the rule of capital. The only issue is how much 
welfare or how much repression is needed to ensure the 
resolution of the conflict. 


What the state derivation theory missed was the role of class 
struggle in challenging and shaping the fetishised forms of 
capital and the state form. 

As Clarke tells us in his book, the response to 
structuralism from the CSE capitalised on recent experiences 
of struggle both inside and outside workplaces. In particular, 
he mentions a widespread struggle for housing in the UK. 
Those involved in those struggles, Clarke explains, had a 
first hand experience of the power of the working class to 
challenge and break down the apparently rigid ‘spheres’ of 
ideology, politics and economics in the course of their 
struggle: 


There is no clear dividing line between the ‘economic’, 
‘political’ and ‘ideological’ dimensions of class 
struggles over housing... The tenant experiences his or 
her exploitation not simply as economic, but as 
inseparably economic and political, with the threat of the 
bailiff and eviction standing behind the landlord. 
Correspondingly any working class challenge to the 
powers and rights of the landlords, even in pursuit of 
such ‘economic’ ends as resistance to rent increases, is 
inevitably and inseparably an ideological and political as 
well as an economic struggle, leading immediately to a 
challenge to the rights of property (State debate, p. 32). 


Clarke explained that it was in the interest of capital to re- 
establish ‘objective’ separations, as these separations 
effectively fragment the class into individuals or interest 
groups (as citizens, pedestrians, motorists, consumers, 
workers, benefit claimants, tenants, etc.) and destroy class 
solidarity. This fragmentation is not, and cannot be, imposed 
simply through ideological indoctrination, as Poulantzas or 
Althusser would have it, but by re-establishing and_ re- 
defining the material conditions which make the separations 
real for us; for example, by modifying the forms of 
regulations governing the housing markets and grant 
concessions which can divide tenants into more or less 
privileged groups. This separation is thus material. 


This was a devastating critique of structuralism. The 
theorists of the CSE had shown that the structures of capital 
were actually a real appearance based on the class struggle 
and had shown how the class struggle involved the 
defetishisation and refetishisation of such structures 
(economy, the law, etc.). In doing so they showed that the 
apparent objectivity of the ‘structures’ was a transient, 
historically defined, and continually challenged reality. 
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Crucially, Clarke also explained that the opposition of 
individual will or motivations and ‘structure’ is one-sided:~ 


The outcome of the class struggle is neither determined 
not constrained by any historical or structural laws. But 
this does not mean that the outcome of the struggle is 
purely contingent, dependent only on the consciousness, 
will and determination of the contending forces. It 
means only that the material constraints on the class 
struggle are not external to that struggle... are not 
external presuppositions of the class struggle, they are at 
one and the same time the material foundations and the 
object of that struggle. ** 





The defetishisation that is brought to the fore by the class 
struggle exposes the real, living thing behind ‘structures’, 
which is the social relations of production, a relation among 
real individuals. Challenged by the class struggle, questions 
of law, ideological assumptions, economic ‘necessities’, and 
so on, turn out to be, in fact, a class issue, a tug-o’-war 
between us and those who control the means of production.” 
This understanding also vindicated Miliband’s criticism of 





3 Clarke’s comments should put an end to the sterile opposition of 
‘voluntarism’ and ‘structure’ which structuralists often attempt to 
push their critics into. 

4 We fully agree with Clarke’s attack on structuralism which is 
very similar to what we said when commenting on Postone in 
Aufheben #15, (2007), http://libcom.org/library/aufheben/aufheben- 
15-2007. 

°° Toni Negri made a stress on this defetishisation when he claimed 
that money is the face of the boss. However, Autonomia went to the 
other extreme — substituting pure subjectivism to pure objectivism. 








Poulantzas that he substituted the notion of ‘objective 
structures’ and ‘objective relations’ for the notion of real 
classes.”° 

The understanding achieved with Holloway and Clarke 
reflected an important truth and, for this reason, we have 
considered Clarke’s work with extreme interest. However, 
our sympathy with the outcome of this debate has a limit. 

From Miliband to Clarke, the development of the state 
debate has led to a Marxist understanding which is intelligent 
and excitingly radical, but is also a one-way movement. The 
end product has been the derivation of ‘the right’ (and most 
radical) theory and ‘the right’ concepts, the ultimate 
proclamation of a final truth which is not in need of any 
further praxis. 

Yet there is no point in pontificating on ‘how much 
abstract’ or ‘how much concrete’, how empirical or 
rationalistic, the ideal theory should be, or even how ‘much’ 
subjectivity or objectivity it should consider. The result of 
human understanding has both abstract and concrete 
elements and their balance depends on the actual aim of this 
understanding, and on the concrete context in which this 
understanding is realised. 

For this reason, instead of dissecting these state theories 
theoretically or methodologically, we will consider their 
concrete context: who made them, for whom, and why. We 
will find out that their abstractedness and their closure into 
being ‘theory for theory’s sake’ is a symptom of a more 
important problem: a fundamental detachment of theory from 
praxis. 

The concrete context of theory 


The revolutionary writings that had an influence on the 
class struggle, including Capital, were written with the aim 
of clarifying experience (and also defining methodology and 
concepts) for those involved in the struggles. Their relevance 
and usefulness was one with the role as a moment of ongoing 
living activity. 

However, very few people can afford to spend time 
sitting down, studying and thinking. The very fact of 
belonging to the exploited class gives us less time to make 
theory than the time given to those belonging to the 
bourgeoisie. In certain contexts, however, making theory was 
possible. Marx’s studies were economically supported by 
Engels. Many Russian left communists had time for writing 
and discussions in the Stalinist ‘political prison camps’. 
Other communists like Rosa Luxemburg had plenty of time 
for making theory within their roles as journalists or editors 
of political journals under the patronage of the SPD in 
Germany. Last, but, for us, not least, the dole in the UK has 
allowed many of us to devote time to radical publications... 

However, it is a matter of fact that a large part of 
theoretical Marxist production has in recent times come out 
from under the generous wings of academia. After all, for a 
young radical student who has been involved in struggles and 
genuinely believes in communism, a university career is 
ideal — it would provide the possibility of attacking the 
system and be paid by the system itself to do so. Innumerable 
young radicals have created research niches around Marxist 
debates, historical movements, etc. The academic world 
generated interesting theorists, including those mentioned 
above: Miliband, Poulantzas, Hirsch, Blanke, Jurgens, 
Kantandestendiek, Holloway, Clarke. In addition it generated 





°° ‘The capitalist state’ in Class Power and State Power, p32: 
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further theorists of interest we have come across in our 
previous analyses such as Cleaver, Negri, De Angelis, 
Postone, Fortunati... 


But this separation of human activity, which is a real 
separation, cannot come without concrete consequences. By 
submitting itself within the scope of university research, the 
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activity of thinking was necessarily redefined as a specialist 
activity, done within the requirements and parameters of the 
academic world. However genuine the authors’ inner feelings 
are, this concrete aim will inevitably affect both the form and 
the content of their work. 

Professor Miliband did not write his books immediately 
for the workers or for Marxist militants after all — he wrote 
them with an eye to his Marxist as well as liberal colleagues. 
This shows in his book, in both content and form. The book’s 
aim was to prove that bourgeois theories (democraticism, 
liberalism etc.) were wrong and that a Marxist theory of the 
state and of society was true. This is why the proof of the 
pudding of Miliband’s ideas was not the moment of 
application to praxis at all, but the moment of application of 
his theory to empirical facts. This is the reason for 
Miliband’s brilliant and careful empirical research about 
facts and figures, to the best standard requested by British 
academia in his era. 

This is also why, although the assumption that society is 
based on class conflict is central in his theorisation, 
Miliband’s book mainly deals with the power of the 
bourgeoisie and various aspects of domination rather than 
_ With the working class struggle. 

Despite its detachment from the praxis of struggle, 
however, Miliband’s book was accessible to the lay reader 
and contained a thorough study of certain aspects of state 
power and class domination which could be of interest to 
those involved in the labour movement. This is perhaps 
because Miliband, following the old Marxist tradition, still 
saw himself as an intellectual to be somehow ‘at the service’ 
of the labour movement and felt that his work had to be 
readable and interesting to readers outside the university. 

Structuralist production was, at least in the words of 
authors such as Foucault, done to contribute to a collective 
understanding. As Foucault said, his role was to understand 





‘the implicit system which determines our most familiar 
behaviour without our knowing it’ and ‘show how one could 
escape’. Behind these noble intents, the  structuralist 
production was in fact done within, and for, a special élite. 
We have seen that structuralism emerged among 
university students who presented themselves as a new 
ideological and political force; and we have seen that, 


although their mentor, Althusser, remained faithful to the 
PCF, he did so in order to maintain his role as its leading 
intellectual. Thus since the beginning it was clear that 
structuralism was centred on the interest of intellectuals to 
legitimise their political position and influence. Coherently, 
for structuralism the structuralist intellectual was a privileged 
member of a skilful élite capable of reading through society’s 
structures and of knowing how to ‘escape’ their control. 

As structuralism spread across French academia and 
acquired hundreds of enthusiastic followers, these new 
radical theorists did not even aspire to recognition from non- 
radical intellectuals, let alone seek any exchange with the 
non-intellectual working class. This self-referential attitude 
was reflected by the jargon and abstruse character of 
structuralist work in France. The implicit elitism of the 
Althusserian school was noticed by Miliband, who 
complained that not all readers had the opportunity to 
‘become familiar through painful initiation with its particular 
code and mode of exposition’.”’ 

This detachment also explains the content of 
Poulantzas’s work, in particular his dismissive attitude to 
concrete subject matter. For Poulantzas making theory had to 
be mainly this — an issue of methodology and a 
methodological critique of other theorists. His main attack on 
Miliband was that Miliband’s book was ‘vitiated by the 
absence of a “problematic”’ and accused Miliband of 
adopting uncritically ‘wrong words’ such as ‘élites’ instead 
of the more ‘scientific’ expression ‘fractions of the 
bourgeoisie’. As Miliband observed, Poulantzas was so much 
involved in methodology and ‘problematic’ that he had no 
time for fact at all: 





°7 “Poulantzas and the capitalist state’ in Class Power and State 
Power, p. 36. 
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... His otherwise important book, Pouvoir Politique et 
Classes Sociales... errs in the opposite direction. To put 
the point plainly, I think it is possible... to be so 
profoundly concerned with the elaboration of an 
appropriate ‘problematic’ and with the avoidance of any 
contamination with opposed ‘problematics’, as to lose 
sight of the absolute necessity of empirical enquiry, and 
of the empirical demonstration of the falsity of these 
opposed and apologetic ‘problematics.... After all, it 
was none other than Marx who stressed the importance 
of empirical validation (or invalidation) and who spent 
many years of his life in precisely such an undertaking.” 


While structuralism arose as a movement in opposition to the 
communist party, thus in a political context, the ‘state 
derivation’ theory arose simply and solely in opposition to 
the intellectual work of other German theorists like 
Habermas. It was a purely academic work, with no 
pretension of having any extra social or revolutionary 
purpose.” 

Coherently with its aims, the ‘state derivation’ work was 
just theory for theory’s sake, which looked at facts only in 
order to test the correctness of theory. Even those in the CSE 
who looked at this work with interest, such as John 
Holloway, complained that ‘the German academics... have 
been adept in theorising in highly abstract form the concrete 
struggles of others’. Also consistently with their content, 
the German theorists’ style is abstruse and wordy, and 
plainly useless to anyone concretely involved in real 
struggles. Let’s enjoy a sample of Hirsch’s abstruseness: 


The tendency of stratification, that is, the penetration of 
society with state or quasi-state apparatuses, seems to be 
in contradiction with that structural necessity. However, 
this should not be seen as an inadequacy of theory, but 
as an expression of contradictory social tendencies that 
must manifest themselves in specific social conflicts, 
which in turn cannot be understood without this 
contradiction.*" 


Considering the above, it is not a surprise that the state 
derivation theorists, similarly to Poulantzas and 
structuralism, relegate the class struggle to a subsidiary role 
in the development of capital.*” 

Things seem to be different, and more refreshing, with 
the theorists of the CSE who sprouted from the struggles of 
the 70s. First, as we said earlier, perhaps also to be faithful to 
the Marxist academic tradition in Britain, their work focused 
on class struggle and class subjectivity. Second, at least in 
intention, their work was consciously aimed at contributing 
to the development of existing class struggles. For example, 
Holloway states that this new theory should aim to be 
significant ‘for those in daily engagement with the state’ and 
‘able to throw light on the developing class practices implicit 


in the state and on the possibilities to countering them’.*’ 





°8 «The capitalist state’ in Class Power and State Power, p. 29. 

?° And in this respect it was quite honest. 

*° John Holloway, ‘The state and everyday struggle’ (1980) in The 
State Debate, p. 228. 

3! Joachim Hirsch, ‘The Fordist security state and new social 
movements’ (1983) in The State Debate. 

* And it’s not a surprise that eventually Joachim Hirsch adopted 
structuralist ideas for his later works 

33 «The state and everyday struggle’ in The State Debate, p. 227. 


However, this radicalism had a disappointing side: a wafer- 
thin substance. 

As the radical struggles of the 70s had retreated, the 
radical theorists had retreated within academia. Since their 
political radicalism defined their research niche, this 
radicalism needed to be preserved, but it came into 
increasing conflict with the world out there and with the real 
struggles, which had embarrassingly non-radical aspects and 
limitations. It is not a surprise that most of these intellectuals 
do not actually participate in any struggles at all nowadays. 
Some others stand on the sidelines and cheerlead the 
concrete struggles of others, which they cannot share, 
because frankly, being involved in real struggles demands 
lots of time for unrewarding nitty gritty activity — leafleting, 
standing at stalls, dealing with boring lay people who know 
nothing about sophisticated theories... As a result they 
cannot speak about concrete struggles and cannot answer 
their concrete questions, except for very intelligent, 
sophisticated and radical, truisms. 

For example, in his article ‘The state and everyday 
struggle’, after a very long analysis of the work of the 
German academics about the state, and another very long 
explanation of the concept of fetishisation, John Holloway 
ends up with theory which is supposed to have ‘significance 
for those in daily engagement with the state’. What is this? 
His discovery that all aspects of the state form, for example 
the law, representation and administration, are practices 
which tend to individualise and fragment the class. So he is 
now in the position to teach us what we ‘must’ do: 


The struggle to build class organisation must be directed 
against the state as a form of social relations, must 
involve the development of material forms of counter- 
organisation which reassert the unity of that which the 
state pulls asunder.*® 


But this is precisely what we do! As Holloway and Clarke 
have theoretically ‘discovered’, our everyday struggles do 
reassert the unity of economic, political, and ideological 
aspects of society. As Holloway and Clarke have 
‘discovered’, this happens because, if our struggles go far 
enough, we need to, and do, create ‘forms of counter- 
organisations’. Holloway has simply distilled this daily 
realisation into a sophisticated theoretical form, which is then 
patronisingly presented to those in struggle as a prescription. 

But how ‘significant’ for those in struggle is this 
prescription that we ‘must’ think the state as a ‘form’ and 
fight against it? Holloway has serious (and rather amusing) 
problems when, in the conclusions of his article, he tries to 
‘apply’ his theory to real class struggle. 

First and foremost, he cannot consider any concrete 
struggle at all: he can only mention a vague and rather 
unidentified case study of ‘struggle of socialist state 
employees’. But even this imagined case study is far too 
concrete for his theory! Indeed, after having struggled to 





* The radical theorists prefer to devote their time in making theory 
instead, and do some star appearances as intellectual observers at 
the biggest demos such as the anti-globalisation camps, perhaps 
with small campervans (see ‘Value struggle or class struggle?’, 
Aufheben #16 (2008), http://libcom.org/files/massimo.pdf). 

35 «The state and everyday struggle’ in The State Debate, p. 250-1; 
see also p. 227. Holloway does not mean with this to discourage the 
use of ‘legal action or parliamentary elections as part of a 
campaign’; only that we ‘should’ keep his theory in mind and aim at 
opposing the state forms when we use them (p. 277). 


41 





State debate 





oppose the structuralist concept of ‘state apparatus’ and 
having defined the state as a ‘form of social relations’, 
Holloway discovers that this concept is useless on its own — 
and Althusser’s ‘state apparatus’ needs to be sneaked back 
in. So, Holloway teaches us, the state has a ‘double 
dimension’, ‘form’ and ‘apparatus’, and the ‘socialist state 
employee’ should fight against ‘the state as form’, but within 
his job in the ‘state apparatus’. But, of course, he cannot 
even tell us how: 


The problem is...to work within the state apparatus and 
yet against the state form. The extent to which this is 
possible will depend on the general constellation of class 
forces (p. 255) 


Even more disappointing if we expect refined theory, 
Holloway does not clarify at all the relations between ‘form’ 
and ‘apparatus’.*° We are afraid that the analysis of such 
relations would just be impossible for Holloway, if he does 
not share any real experience with any real ‘socialist state 
employees’. As a result, his theory is totally useless (and 
very patronising) for any NHS, council and Job Centre 
workers involved in any real action. 

The problem, as we have already complained in the 
previous section, is that this radical work is a one-way theory 
which goes from the concrete to the abstract and stops there 
— it stops there because of its nature, that of theory which is 
not done for the working class, for the real struggles, but for 
getting the right radical credentials and approval by the right 
radical academic milieu. 

This problem with both the form and the content of 
radical theory is even more urgent today. The crisis has 
presented concrete questions that need a detailed analysis of 
facts, and the inner knowledge of what really matters for us. 


How would the ultimate truth that ‘the class struggle 
redefines the state as form’ help to clarify current 
government policies and their reason of being? How would it 
help the ongoing bin men’s strike in Brighton, the victorious 
workers in Lindsey, or the workers who occupied the closing 
factory of Vestas? How would it help a struggle to defend 
what is left of our benefits? 


No, this theory cannot. 
Conclusions 


To conclude, it is true that this article, which attacks the 
making of ‘theory about theory’, can be accused of making 
‘theory about theory about theory’... But theory (and theory 
about theory) is not bad in itself as long as its final aim is 
understanding which can be fed back into praxis. As said in 
the introduction, we needed this preliminary comment as a 
starting point — if we do not want to rediscover the wheel, we 
needed to look at the past and what was said, and to 
understand what was missing and how to proceed. This 
article should in fact be considered together, as a whole 
project, with the other articles in the same number, which 
look at more concrete issues like the crisis itself and a few 
recent struggles. 

To continue this project, in the next Aufheben we will 
give a new small contribution to the analysis of the relations 
of state and capitalism with an article about the privatisations 
of the National Health System in the UK, and of the 
connected relations of state and capital and, in this context, 
we will consider the concrete struggles of the NHS workers. 





°° Even his associate Simon Clarke is a bit sceptical about this 
theorisation. 
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Editorial Introduction 


We have decided to print this review of Inverting the pyramid — The history of football tactics by Jonathan Wilson (Orion 
books, 2008) despite its spurious nature. We obviously reject the notion that a book can be read politically so as to imbue it 
with a meaning which was not intended by the original author. And we have little time for the author’s apparent targets. But 

the salient points are worthy of more general consideration and we trust that readers will enjoy extracting them from the 
bullshit. 


Introduction 

Despite its obvious importance the relationship between 
football and communism remains relatively neglected by 
theorists in both camps. This book in turn also fails to 
adequately address the problematic. But it does at least point 
towards a novel trajectory that any theoretical efforts aspiring 
towards a dialectical approach will be forced to engage with. 


Communism and football 

Previous embryonic theoretical explorations have in different 
ways grasped football as essentially either a precursor to or 
pre-figuration of communism. On the one hand there has 
been the focus on the direct correlation between the growth 
of football and proletarian formation. This school of thought 
has long held that communism remains a tendency within 
proletarian subjectivity incapable of adequate realization 
until the FIFA World Cup has been held in all five major 
continents. The 2010 World Cup in South Africa thus heralds 
the end of capital’s progressive function of spreading football 
to all corners of the globe, after which it becomes essentially 
decadent. The project of the immediate abolition of wage 
labour and the socialisation of the means of producing 
football will then become not only imperative, but also 
possible, whilst the project of reforming capitalist football 
through the affirmation of the working class will be doomed 
to failure. The pre-figurative strand has considered football 
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as communism. The early seminal work in this direction was 
that of Jean-Paul Sartre in his Critique of dialectical reason 
comparing the relationship between individual and collective 
realisation in a communist guerrilla army to that of a football 
team’. As with Antonio Negri’s work on immaterial labour, 
however, such attempts to identify select contemporary 
social practices within bourgeois society with its negation, as 
essentially communist, fail to problematise the question of 
alienation on the one hand and underestimate the need for 
rupture on the other. 


Capitalism and football 

Both of these theoretical currents have remained inexplicably 
underdeveloped. But whilst each approach has yielded a 
number of fruitful insights they remain perhaps necessarily 
limited by their one-sidedness. Perhaps what is needed is a 
theory rooted in the unity of the (football-playing) 
proletariat/capital relationship. Whilst this book undoubtedly 
fails to make it explicit, the development of football tactics 
can be read (politically) as an allegory for the changing 


' This was popularised during the early 1990s by the communist 
footballers of Brighton Autonomist F.C. The players wore shirts 
which eschewed commercial sponsorship in favour of subversive 
propaganda. ‘Communist’ was emblazoned across the front of the 
shirt in large letters, ‘total proletarian football’ in small, and a quote 
from Sartre was printed across the back. 
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forms of the subsumption of labour under capital, thereby 
pointing towards a perspective which could enable the 
development of a unified theory of communism and football. 

Football tactics were imposed on teams by 
(bourgeois) managers. The freedom of the charging, 
dribbling mob was replaced by a division of labour in which 
players were assigned positions on a pitch with specific 
functions to perform. Hard as it may be to believe given the 
current backwardness of Scottish football, managers there 
were the first to impose the passing of the ball between team 
mates, a revolutionary development which by connecting 
disparate players to team functionality enabled this division 
of labour to occur. 


Periodisation 

Readers of Aufheben will no doubt be aware of the major 
tactical innovations which have led certain team formations 
to dominate historical epochs and thus be able to easily 
decipher the title of the book. They will also be aware of the 
transformations of labour processes and restructured patterns 
of global accumulation to which they correspond. Wilson 
resists the temptation however to subsume developments 
within the categorical prison of periodisation in favour of an 
account of the concrete experiments and struggles which 
resulted in the hegemonic dominance of certain tactical 
formations. The tactical categories defining periods are seen 
as the results of struggles; the categories themselves are 
defetishized, echoing Simon Clarke’s critique of 
periodization: 


Periodisation does not solve the problem which 
gave rise to it, that of getting beyond the static fetishism 
of simple ‘essentialist’ structuralism, because it merely 
proliferates structures which remain, each in their turn, 
equally static and fetishistic. Far from providing a 
middle way between a_ fatalistic essentialism and a 
political opportunism, the periodisation of the capitalist 
mode of production can only embrace historical 
specificity in the mutually exclusive forms of historical 
contingency and structural inevitability, either of which 
serve to legitimate a political opportunism in the name 
alternatively of the openness or the determinism of the 
conjuncture, and both of which cut the present off from 
the past, and so prevent us from learning the lessons of 
history’. 


> P. 149 Simon Clarke, The global accumulation of capital and the 
periodisation of the capitalist state form, in Open Marxism Vol.1 
Dialectics and history, Bonefeld, Gunn and Psychopedis, Pluto 
Press London 1992. 
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Necessity 

Given his critique of the dogma inherent in periodisation 
theories it will be of no surprise to learn that Wilson echoes 
Marx’s dictum that history is the history of class struggle in 
his overview of the history of football tactics: 

The history of tactics, it seems, is the history of two 
interlinked tensions: aesthetics versus results on the one side 
and technique versus results on the other’. 

The history of football tactics, like that of the 
capital-labour relation, has been characterised by the ebb and 
flow of struggles. For Wilson, however, this history has not 
merely been about the contingent, accidental or external. 
Each swing of the pendulum has not, nor cannot, mark a 
return to a previous era. There has been teleological 
development. Players have got fitter as the application of 
science to the labour process has improved nutrition and 
training. And the development of ever more efficient means 
of communication has lead to greater tactical sophistication, 
fewer anomalies and fewer tactical surprises from foreign 
fields as satellite TV enables devotees to watch football 
matches from all over the world. 

This teleology has, according to Wilson, brought us 
to the brink of the universal footballer, able to operate 
anywhere on the pitch and perform multiple roles, a 
metaphor perhaps for the post-Fordist worker. But he does 
not see this process as constituting a now with a greater 
historical significance than was then, unless we as 
communizing footballers make it so; communism is, and has 
always been, only possible in the future: 

Many before have hailed the end of history; none 
has ever been right’. 


Conclusion — The unity of theory and practice 

It is not enough for would be revolutionaries to merely play 
football. Our theory and practice must become one in the 
heat of the class struggle. The contemplative stance of those 
who believe that history is now on our side can only be an 
impediment to the realization of football’s potential as part of 
the communist programme. The theoretical problem of 
football and communism will only find its truth in 
revolutionary praxis. 


K. E. Aug 2009 


> Wilson J., 2008, Inverting the pyramid, Orion Books, p. 6. 
* Op cit p. 356. 
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There is no adequate English equivalent to the German word Aufheben. In 
German, it can mean ‘to pick up’, ‘to raise’, ‘to <1 =) oii Coll o) 1-1-1 aV(- Mo) UL ar | Yo Ke) 
end’, ‘to abolish’, ‘to annul’. Hegel exploited this duality of meaning to 


describe the dialectical process whereby a higher form of thought or being 
supersedes a lower form, while at the same time ‘preserving’ its ‘moments of 
truth’. The proletariat’s revolutionary negation of capitalism, communism, is 
an instance of this dialectical movement of supersession, as is the theoretical 
expression of this movement in the method of critique developed by Marx. 





